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WORLD HEWS 

Germany set to 
launch jobs 
scheme to ease 
unemployment 

Germany's coalition government 
reached broad agreement on a 
job creation deal for long-term, 
and young unemployed, in a bid 
to defuse public anger over the 
country’s jobless crisis. Page 2 

EU calls for wotfcnr dtafogun • 

Employers in the European 
Union have been wained by the 
European Commission 'that they 
must agree soon to negotiate a 
deal on improving dialogue with 
workers or risk having legisla- 
tion imposed on them. Page 2 

20 Idllad In cable car crash 1 

Twenty people were killed after a 
US warplane severed a cable car 
line while on a training flight in 
the Italian Dolomites. The cable 
car was travelling from the town 
of Cavalese to the top of Cermis 
mountain, a popular ski resort 

Kalian tax fraud trial begins 

Italy's former prime minister, 
Silvio Berlusconi, went on trial 
on tax fraud charges linked to 
the purchase of land around, his 
family villa near USan.. Page 2 

Call for water charges : 

The European Commission: is 
pressing Ireland to fall into line 
with other European Union mem- 
ber states by introducing domes- 
tic water charges. Page a 

{freak consensus on suro . 

A consensus on European eco- 
nomic and monetary union is 
emerging between moderates in ' 
Greece's Socialist government 
and conservatives who back the 
government drive for member- 
ship of Emu by 2 Q 0 L Page 3 

Turkish PM hints at ol actio n s 

Turkish prime minister Mesnt 
Yflmaz saidhe might be forced to 
call general elections in Septem- 
ber, contradicting earlier state- ■ 
meats that he would remain in 
office until 2000, Page 2 ' 


BUSINESS HEWS 

Matif exchange 
hit by strike 
over electronic 
trading plans 

A strike by self-employed, traders 
protesting against reforms linked 
to fiie introduction of electronic 
trading disrupted activity on 
Matif, the French futures and 
options exchange. Fewer than 
100,000 contracts were traded an 
fixe first day of the strike on 
Monday, and only 133,000 
contracts chang ed hands yester- 
day compared with an average 
daily volume of 275,000. Page 15 

P r e a dne i 1 Bank, Germany’s 
second biggest, announced the 
purchase for an undisclosed sum 
of Kleinwort Benson Iberfom- 
errto, a Madrid financial firm in 
which Kleinwort, Dresdner’s 
merchant banking unit, took a 50 
per cent stake in 1991. Page 17 

Reuters sbares feD 5 per cent in 
London from 548 to 520p, bring- 
ingto £l.7bn (VLTlm) the fell in 
its market value since the finan- 
cial data company disclosed it 
faced an industrial espionage 
inquiry in the US. Page 9; Lon- 
don stocks. Page 80 

Schroder*, the London-based 
investment bank, has been 
chosen by the Polish government 
to advise on and arrange the flo- 
tation of the country’s state tele- 
phone operator, Telekomunikapja 
Polska. Page 16 

Rostetekom, Russia's dominant 
telephone operator, saw strong 
growth in long-distance and 
international traffic last year, 
prov iding evidence that fiw 
economy may be rebounding fas- 
ter than beheved Page 2 

llsldslbsrgor Prucfcmaschlnan 


of Germany, the world's biggest 
mfllrpr of printing equipment, is 
keen to restart talks about 
acquiring part of Boland, a 
division of German engineering 
company MAN. Page 17 


canton minid owrtefert 

US Republicans accused the Clin- 
ton administration of submitting 
a 1999 budget which violated pre- 
vious agreements, while impos- 
ing the highest level of federal 
taxation on the American people 
since 1945. Page 9. . . 


Arabs lukewarm on dr aMnt CacHno, the trade body for 
US efforts to secura Arab backing ' western Europe^ machine toed ■ 
fbr possible air strikes against .. industry, forecasts that output 
Iraq seem to have wan a luke- wiH expand by 6 to 7 per cent this 
warm response. Page 6 ~ - .{-y ear on-aii pptnm in factory ^ 

investment across Europe plus 
strong US demand. Page 8 

Airboi tndustrio, the European 
aircraft maker, has signed a pre- 
liminary $2.6bn deal to supply 76 
aircraft to Spanish national air- 
line Iberia - its largest single 
European order. Page 3 

Thm H or wag ten central bank 
launched an international bid 
contest by seeking tenders for 
equity portfobo© an behalf of the 
NKzllwn ($l5.4bn) Government 
Petroleum Fund. Page 16 

Paucbon, the French 
delicatessen business, disclosed 
that current owner Martine Pre- 
mat had conditionally agreed to 
seD control to Socfete Waldo, a 
Paris Investment bank. Page 16 

PaoWtCotp challenged potential 
rivals for Energy Group, announ- 
cing a new recommended offer 
valuing the UK-based power and 
coal group at £4.05bn ($6.6bn). 
Page 20; Lex, Page 14 

Tho OS will establish a special 
enforcement panel to monitor 
access to Japan’s photo film mar- 
ket now the World Trade Organi- 
sation has ruled against the US 
in its dispute with Tokyo. 

Sumi tom o, one of Japan’s 
largest banks, coaid have to pay 
up to 10 per cent interest on secu- 
rities it plans to issue in the next 
few days. Page 15 

Union Bank of Switzerland won 

overwhelming shareholder 
approval for its merger with 
Swiss Bank Corporation. Page 15 


Noctoar ship warning 

Caribbean governments said the 
passage through the region of 
The Pacific Swan, a UK-flag ves- 
sel which is carrying nuclear 
waste from Europe to Japan, was 
a danger to the area. Page 6 

Castro rejects US food plan 

Cuban President Fidel Castro has 
rejected a proposal far the US to 
send food and medicine dona- 
tions to Cuba while maintaining 
its economic embargo. Page 9 ' 

Israel prepares for attack 

Benjamin Netanyahu, the Israeli 
prime minister has allocated 
$68m to boost medical and civil 
defence in case of an Iraqi missile 
attack on Israel. Page 6 

BJf* pledges to pot India first 

India's Bharatiya Janata party 
pledged to put “India first” in a 
nationalist election manifesto 
which foresees a “small role” for 
foreign investment Page 4 

Indonsstans rfot aa prfcM soar 

Rising inflation sparked riots m 
the Indonesian city of Malang in 
Java, signalling a rapid spread of 
anger over the country's eco- 
nomic downturn. Page 4 

poachers threaten king bastto 

The British stag beetle is set to 
join the elephant and rhinoceros 
in the pantheon of protected spe- 
cies, as ministers seek to thwart 
a lucrative international trade in 
the endangered insect Page 14 


Markets 


I nvestors poured into Malaysia's 
stock market yesterday, pushing 
the key index up 23 per cent 
Page 6; World stocks, Page 34 
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Big Six face 
Brussels quiz 
over profits 
from auditing 


By Jim KeOy, 

Accountancy Correspondent 

The European Commission has 
sent a confidential questionnaire 
to the Big Six accountancy firms 
seeking detailed information on 
their profits from statutory 
audits. 

The inquiry aims to establish 
to what extent the firms discour- 
age competitors in the statutory 
auditing business by setting arti- 
ficially low prices. It is part of 
the Commission's wider antitrust 
investigation into the proposed 
mergers between Coopers & 
Ly brand and Price Waterhouse, 
and KPMG and Ernst & Young. 

Answers to the 36 questions 
should reveal whether the firms 
“lowball” - offer to do audits for 
less than cost - and recoup their 
losses later, either from services 
such as taxor management con- 
sultancy or from increased audit 
fees over several years. 

“These questions are very 
sharp,” said one international 
regulator. "They go for the jugu- 
lar. Van Mlert [the competition 
commissioner] wants to know if 
the Big Six audit market is dosed 
- and -whether it is growing." 

If the Commission decides the 
firms have been exduding com- 
petitors from the audit of big 
companies, it could insist on 
much more intrusive regulation 
before allowing the mergers to go 
ahead. 

It appears from tbe questions 
that the Commission is also con- 
cerned about bow far the Big Six 
control -seif-regulation' -in 7 the 
accounting profession and 
whether this should continue in 
a less competitive market 

The firms have been given 
until February 9 to return the 
completed questionnaires. They 
can elect to designate the data as 


“business secrets” to preserve 
the confidentiality of what would 
be enormously sensitive commer- 
cial information. 

Some observers believe Mr Van 
Mlert is using the inquiry as a 
“fishing expedition” to investi- 
gate the pricing strategies of the 
Big Six firms. However, the ques- 
tionnaire will inevitably be seen 
as a signal of serious concern. 

Senior accountants said there 
were doubts the firms could pro- 
duce tbe data required because 
audit was not accounted for sepa- 
rately in many instances. 

The Commission, which can 
fine firms that do not reply, 
wants to know: 

• How they work out the cost of 
audits for multinational compa- 
nies. It also wants copies of the 
last five tenders made for new 
audit clients; 

• How the linns measure profit- 
ability in auditing, with figures 
for the last five years from all 
their member firms within the 
European Economic AreaJt also 
wants the same figures for tbe 
other service lines such as tax 
and management consultancy; 

• How much tbe firms charge in 
fees at each company they audit 
with sales of more than Ecu500m 
($555m): 

• How the post-tax profits from 
the audits are shared out 
between staff and partners; 

• Where the Big Six get their 
audit staff from, and how mobile 
skilled staff are between the 
firms; 

• How much it would cost to get 
into an auditing market, such as 
bank auditing, from scratch; 

• How often so-called “second- 
tier” firms outside the Big Six 
can break into the market, or get 
pushed out by the global firms. 


Chilean firm defects, Page 18 


Wildlife puts Lukoil 
licences in jeopardy 


By Chrystia Freeland In Moscow 
and Robert Conrine in London 

Lukoil, one of Russia's leading oil 
companies, risks losing poten- 
tially lucrative Caspian Sea oil 
licences in a turf war between 
Russia's powerful oil giants. 

Lukoil’s licence to explore oil 
deposits in tbe Russian sector of 
the northern Caspian Sea has 
been put in jeopardy by Yuri 
Skuratov, Russia's prosecutor- 
general. who said this week that 
ofl extraction in the area violated 
a law protecting local wildlife. 

The prosecutor’s protest has 
highlighted both the tensions 
between Russia’s oil barons as 
they compete for supremacy in 
the lucrative oil sector and the 
Byzantine nature of Russia's 
legal system. 

Mr Skuratov’s objections follow 
a challenge from Yukos, another 
Russian oil company, which had 
bid for the licences. Yukos, which 
last month merged with Sibneft, 
another oil company, to become 


Russia's largest oil producer, 
accused the government of 'scan- 
dalous procedural infringements" 
in awarding the December 19 
tender for the Severny field in 
the north Caspian Sea. 

Western analysts say Lukoil 
was probably best placed techni- 
cally to exploit tbe area, given 
that the geology is similar to that 
of its operations in Astrakhan. 

But Mr Skuratov is now object- 
ing to the award of the licence cm 
different grounds, citing a 1975 
law that protects the northern 
Caspian as a wildlife preserve 
and forbids the extraction of min- 
eral resources in the area. The 
shallow waters of the north Cas- 
pian are the breeding grounds of 
the sturgeon, a fish that has 
already been endangered by 
poachers seeking its caviar. 

Ironically, if the government 
upholds Mr Skuratov's charge, 
both oil companies could be 


Continued on Page 14 
Lukoil buys Petrotel, Page 16 
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Malaysia lets foreign workers stay 



World Bank president James Wolfensohn on a visit to Malaysia, which has decided against repatriating 
Indonesian workers to help avoid aggravating the situation in Indonesia. Mr Wolfensohn had expressed 
fears about tbe affects of the Asian economic crisis on poverty and unemployment Page 4 rwh 


DTB surges ahead of Liffe 
in key 10-year bund futures 


By Edward Luce in London 

Germany's leading derivatives 
exchange has struck another 
blow against its London rival in 
tbe battle to control the Euro- 
pean futures and options market 
before economic and monetary 
onion next January. 

The Frankftirt-based exchange 
- the Deutsche Terrain Bfirse - 
for tbe first time last month 
overtook its London competitor 
in the most traded derivatives 
contract in Europe, the German 
10-year government bond future. 

DTB took a 56.5 per cent share 
in trading of the German 10-year 
government bond future last 
month. The contract is consid- 
ered a vital battleground to 
decide which exchange domi- 
nates the market in derivatives 
trading after Emu, Derivatives 
are contracts based on underly- 
ing cash markets such as bonds, 
interest rates and currencies. 

"Liffe is now in serious trouble 
over the German bund contract,” 
said Neil Meharg at Toilet & 
Tokyo, one of London's leading 
brokerage houses. “You conld 


even say it is in full retreat.” 

Until early 1997, Liffe won 
more than 70 per cent of trading 
in the German government bond 
future . Now Liffe members are 
expressing growing concern at 
the increased competitiveness of 
its German rival. The DTB. 
which recently formed an alli- 
ance with Soffex. its Zorich- 
based counterpart, and Matif in 
Paris, to trade common contracts 
on oue electronic system, has 
embarked on an aggressive strat- 
egy to end Liffe's predominance 
before Emu. 

In spite of the success of DTB 
in the German bond future. Liffe 
still trades more contracts over- 
all than the DTB, with more 
than 20m futures and options 
traded in January compared 
with more than 13m contracts on 
the DTB. However, the gap is 
narrowing, say traders. “Now 
that the DTB is winning on the 
German bund ftitureit will con- 
centrate its fire on the 
short-term Interest rates con- 
tracts and on options,” said one 
London banker. 

Liffe trades roughly tbe same 


number of contracts as its three 
main European rivals put 
together, but members say the 
exchange Is increasingly ham- 
strung by its relatively high cost 
base. Its open outcry pit trading 
system requires much greater 
overheads than the DTB's elec- 
tronic system. 

Liffe says computer-based trad- 
ing is less efficient and less liq- 
uid than the open outcry system. 
But the DTB has introduced soft- 
ware that enables dealers to exe- 
cute complex - or multi-position 
- deals, including manoeuvres 
currently dominated by Liffe. 
Nevertheless, Liffe still has more 
than a 95 per cent share in Ger- 
man bond options and more than 
80 per cent of all interest rate 
contracts of countries likely to 
be part of the first wave of Emu. 

“DTB still has a very tough 
mountain to climb,” said one 
London broker. “But once it has 
reached a critical mass like it 
has in the tbe bund future, 
everyone starts switching over to 
the electronic system.” 


French traders strike, Page 15 
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NEWS: EUROPE 


Germany to launch new jobs package 


By Peter Norman In Bonn 

The three parties in Bonn's 
coalition government reached 
broad agreement yesterday on a 
job creation package for long-term 
and young unemployed to defuse 
rising public anger over Germany's 
Jobless crisis. 

With newly militant groups rep- 
resenting the jobless threatening 
demonstrations in more than 200 
towns tomorrow, coalition leaders 
met under the chairmanship of 
Helmut Kohl, the chancellor, to 
agree measures centring on the 


employment by local authorities of 
100,000 long-term unemployed. 

The plans are due to be 
announced in parliament tomorrow 
after publication of official figures 
that are expected to show that sea- 
sonally unadjusted unemployment 
rose to between 4£m and 4.9m in 
January - a new post-war high. 

G Outer Rexrodt, the economics 
minis ter, disclosed that the pack- 
age would also support infrastruc- 
ture investment, technical Innova- 
tion and business people w anting 
to set up new companies. 

However, Tbeo Waigel, the 


finance minister, made it clear that 
the government was not planning a 
big Keynesian boost in public 
expenditure. The idea is that local 
authorities should provide work for 
up to 100.000 long-term unem- 
ployed that they are already sup- 
porting through basic social secu- 
rity payments. They would cover 
some of the cost by cutting benefits 
of those who refuse job offers. 

The package would also include 
subsidised training places for 
unemployed and unqualified school 
leavers. Support for new entrepre- 
neurs and infrastructure is likely 


to be a tidying up of existing incen- 
tive schemes, rather than a new 
initiative. 

The opposition Social Democrats 
and the trade unions voiced scepti- 
cism about the plans. Rudolf 
Scharping, SPD leader in the Bund- 
estag. the lower bouse of parlia- 
ment, said that some of last year's 
Bundesbank profits, which . are 
expected to be a record, should be 
used for retraining and subsidising 
employment 

Klaus ZwickeL leader of the pow- 
erful I G Metall trade union, said it 
was increasingly clear that the 


government's achievement was to 
produce fewer rather, than more 
jobs. 

The federal statistics office 
announced yesterday that average 
employment fell by 1J5 per cent, or' 
466,000, to 34m last year. It was the 
sharpest rate of decline since 1933 
and brought the loss of jobs since 
German unification in 1990 to 3.4m. 

Meanwhile, Creditreform, a Ger- 
man business information group, 
forecast that company failures this 
year would increase to 36,000 from 
34,100 in 1997 suggesting that more 
job losses are on the horizon. 


EU urges 
boost to 
worker 
dialogue 

By Michael Smith 
in Brussels 

Employers in the European 
Union have been warned 
they must agree soon to 
negotiate a deal on improv- 
ing dialogue with workers or 
risk having legislation 
imposed on them. 

Padraig Flynn. EU employ- 
ment commissioner, is 
understood to have told the 
Unice and CEEP employer 
organisations he wants to 
meet them this month to dis- 
cuss their final position on 
entering talks. 

He has warned that the 
Commission will launch 
draft legislation if employers 
do not take up their right 
under the ElTs "social proto- 
col" arrangements to negoti- 
ate a deal with unions on 
information and consulta- 
tion with employees. 

Many employers oppose 
Commission plans for legis- 
lation to establish a “funda- 
mental right" for workers to 
be consulted and informed 
on "strategic and economic" 
decisions likely to affect 
them. 

They are backed by the 
UK government, holder of 
the ELTs rotating presidency. 
It believes the proposals are 
unnecessary and would 
interfere with existing prac- 
tices in Britain and other 
countries. 

Under laws adopted by EU 
countries in the past few 
years, companies with at 
least 1,000 employees and 
operations in two or more 
countries must consult and 
inform their employees 
through “works councils” 
about strategic decisions. 

The Commission w'ants to 
extend similar, though less 
prescriptive, obligations to 
smaller employers even if 
they operate in one country 
only. It has not specified the 
size of companies to be 
affected, but options include 
50 or 100 workers. 

Mr Flynn said in Novem- 
ber that EU rules were 
needed because national leg- 
islation was not always 
capable of anticipating social 
problems arising from com- 
pany decisions. He believes 
most states would support 
EU rules. 

He thinks a deal between 
employers and unions would 
produce better results than 
legislation framed by the 
Commission, and has agreed 
to extend the consultation 
period beyond the six weeks 
initially suggested, to allow 
employers' organisations to 
talk to their affiliates. 

Zygmunt Tyskiewicz. 
Unice secretary-general, said 
many employers did not 
believe worker consultation 
was an EU issue. Some felt 
the Commission had ignored 
their views in an earlier con- 
sultation last June. 

However. Unice had told 
its members it was in their 
interests to negotiate a deal 
and was awaiting their 
views on whether to give 
Unice a mandate to talk. 
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Long distance growth for Rostelekom 


By John Thornhill 
in Moscow 

Rostelekom, Russia's 
dominant telephone opera- 
tor. saw strong growth in 
long-distance and Interna- 
tional traffic last year, pro- 
viding fresh evidence that 
the economy may be 
rebounding faster than 
widely believed. 

In an interview, Oleg 
Belov. Rostelekom ’s presi- 
dent, said inter-city traffic 
grew 12.2 per cent last year, 
reflecting an increase in 
both personal and business 
calls as well as higher levels 


of data exchange. "This Is a 
very good indicator because 
there has never been such a 
rate of growth in previous 
years. People have begun to 
talk more among them- 
selves,” Mr Belov said. 

“It indirectly confirms that 
the numbers contained in 
official statistics [showing a 
0.4 per cent growth in gross 
domestic product last year] 
have real significance.” 

Economists have long 
drawn links between the fre- 
quency of telephone calls 
and broader business activ- 
ity - especially in Russia, 
where much of the economy 


goes unrecorded. The latest 
preliminary telephone traffic 
figures also highlight Rus- 
sia's increasing integration 
into the world economy. 

Mr Belov said incoming 
international calls grew by 
5.6 per cent in 1997, high- 
lighting increased foreign 
interest in Russia, while out- 
going calls rose 19.7 per cent. 

“For us this is a very opti- 
mistic. pleasant fact which 
shows that all the invest- 
ments we have made in 
upgrading our network have 
been matched by increased 
demand," he said. 

Mr Belov said Rostelekom 


had Invested about $I-5bn 
since 1992 in expanding its 
network while the volume of 
calls was also s timu lated by 
a lowering of tariffs. 

Rostelekom. which has 
been partly privatised, 
accounts for 85 per cent of 
all Russia’s long-distance 
and international tra£5c,'but 
is facing increasing competi- 
tion from independent and 
foreign operators. Mr Belov 
said there was still enor- 
mous pent-up demand, in the 
teleco mmuni cations market 
with 12m Russians waiting 
for a telephone installation. 

However, foreign investor 


interest in the telecommuni- 
cations sector was dealt a 
severe blow last month. 
Moscow City Telephone 
(MGTS), one of Russia's big- 
gest regional telephone oper- . 
ators. threatened to exercise 
its right to increase its share 
capital by 50 per cent to the 
benefit of the city, govern- 
ment. 

“This is the first case 
when minority investors 
have got screwed in the tele- 
coms sector and one has to 
worry about it," said Diana 
Zehetner. a Russian equity 
analyst at Flemings, the 
London-based stockbrokers. 



Tradition and poverty in a Romanian convent: A nun strikes a block of wood with a hammer as a can to prayer woorUMt 

Romanians forced to ponder 
cost of a dream cathedral 


T he Romanian Ortho- 
dox Church is. as its 
members like to point 
out. the second largest 
Orthodox, community in the 
world and its leaders now 
feel that they should have a 
cathedral in Bucharest to 
match that status. But such 
grandiose plans have drawn 
some sharp public criticism, 
and focused attention on the 
less savoury aspects of the 
Church’s recent past 
The original proposal was 
for a "Cathedral of the 
Nation's Salvation" to hold 
11.000 worshippers. The com- 
plex was to include a 400-bed 
hotel and a 1,000-seat confer- 
ence hall. Members of the 
government have expressed 
their support 
Critics accused the Church 
of having been carried away 
by envy of foreign cathe- 
drals, especially the vast 
Cathedral of Christ the Sav- 
iour in Moscow, rebuilt in 
recent years on the initiative 
of the mayor, Yuri Luzhkov. 

The Orthodox Christian 
Church originated in the 
Byzantine Empire and broke 
with the western Latin 
Church in the llth century. 

Orthodox believers are 
divided into separate 
national communities under 
their own patriarchs, the 
largest being Russia. 

There are about 20m nomi- 
nal Orthodox believers in 
Romania. There are more in 
Ukraine, but they are 
divided into several different 
allegiances. 

The Romanian Church 


modified its cathedral after 
public protests and the 
capacity was reduced to 
5,000, but the other plans 
have so far remained 
unchanged. 

Some churchmen 
shrugged off the criticism. 
"Romania is a powerful 
country, capable of paying 
the cost We have to aban- 
don our humility and show 
our pride,” said one leading 
clergyman. 

Bishop Teofan Sinai tul. 
Secretary of the Holy Synod, 
the governing body of the 
church, stresses that the 
cathedral is only a proposal. 

But he noted: "For all 
Christian churches, the force 
of the symbol is absolutely 
necessary, and it is neces- 
sary for us to create a con- 
crete symbol that Romania 
is no longer living under an 
atheist ideology." 

The bishop acknowledges 
the argument that with the 
average salary' of Romanians 
at around SS0 a month, it is 
not the moment to be build- 
ing a religious complex at an 
estimated cost of up to 
$130m 

However, he added: “None 
of Romania’s churches has 
ever been built in a period of 
prosperity, because due to 
our tragic history, we’ve 
never had any.” 

The debate on the need for 
a new cathedral dates back 
to 1925, when Bucharest was 
elevated by the church to a 
status equal in principle to 
that of Moscow and the 
other Orthodox capitals. But 


though Bucharest had many 
lovely churches, these were 
all small, reflecting both 
Romanian tradition and past 
poverty. 

The debate on the cathe- 
dral thus became enmeshed 
with a wider psychological 
complex, which lingers to 
this day. 

Professor Peter Derer of 
the School of Architecture in 
Bucharest said: "Before 1918. 
the Romanians of Transyl- 
vania came under the Habs- 
burg imperial capitals. 
Vie nna and Budapest, with 
their great palaces, churches 
and avenues. 

"When the peoples of 
Transylvania became part of 
Romania, they came to Buc- 
harest and found to their 
suxprise that it was a pictur- 
esque town, no doubt, but 
without great architectural 
monuments.” 

H e said this set off a 
defensive Romanian 
desire to “monu- 
mentalise'' Bucharest which 
had continued to this day 
and had some unfortunate 
consequences. 

The most notorious was 
the work of the dictator 
Nicolae Ceausescu. who in 
the 1980s demolished much 
of Bucharest to build his Pal- 
ace of the People and Ave- 
nue of the Victory of Social- 
ism. Among the buildings 
destroyed were three famous 
monasteries and many 
churches. 

Opponents of the new 
cathedral say the church did 


not protest enough at the 
time against this sacrilege. 
This forms part of wider crit- 
icism of the hierarchy for 
collaborating with the Com- 
munist regime and espe- 
cially with the Securitate, 
the secret police. 

Mr Derer and other critics 
have suggested that rather 
than a new complex, the 
church should rebuild one of 
the destroyed monasteries as 
a new patriarchal headquar- 
ters. 

A suitable site would be 
one of the wastelands of dust 
and rubble left undeveloped 
by the Ceausescu regime in 
the neighbourhood of the 
Palace of the People. 

Not all priests are com- 
pletely happy with the pro- 
posed cathedral, either. 
Father Iustin Marchis of the 
Stavropoleos church in Buc- 
harest said the desire for a 
new cathedral was correct, 
but the timing was wrong 
given the economic suffering 
of ordinary people. 

He said the first priority 
should be to rebuild parish 
churches to recreate local 
religious communities. 

It worries him that the 
government embraced the 
project so quickly and that 
the state is so closely 
involved in it. “We need to 
go more slowly, and before 
doing anything, to pray, 
think and hold debates and 
competitions. A church can- 
not afford to make mistakes 
the way a government can.” 

Anatol Lieven 


US aid for haute cuisine 


By Andrew Jack in Paris 

French cuisine may have built up a 
hugely successful reputation around 
the world, but one of its leading train- 
ing schools has had to seek American 
help to survive. 

The Ecole des Arts Culinaires et de 
l'HOtellerie near Lyon, the only 
cop-level “6cole sup^rieure” for cooking 

in the country, has been saved from 
bankruptcy by a* consortium which 
includes the Culinary Institute of 
America. 

The school, whose management 
board included such well-known 
French chefs as Paul Bocuse, its honor- 
ary president, has attracted more than 
300 students since it opened in 1989. 
but it has always generated losses, and 


had an accumulated deficit of FFrl3m 
($2. 12m) last year. 

Max Marcadet, the managing direc- 
tor. who helped broker the new rescue 
package, said yesterday that his prede- 
cessors had focused more on develop- 
ing the training aspects of the school 
than on its financial management. 

However, he said, it had largely been 
the victim of French political "cohabi- 
tations”. An idea of jack Lang, the 
Socialist minister of culture in the mid- 
1980s. the plans were modified under 
his centre-right successor Francois L6o- 
tard. The school was neglected when 
Mr Lang returned to power in the late 
1980s. 

As a result, the then management 
decided to open before receiving any of 
the government money that had origi- 


nally been promised and continued to 
operate with no capital of its own. It 
was financed by a loan at high interest 
rates, costing FFrl-8rn a year in debt 
service. 

Gerard Pglisscm, the joint founder of 
Accor, the French hotel group, has 
agreed to take ewer the school in a 
consortium with Christian Lameloise. 
head of Societe des Hotels de Bour- 
gogne, an Accor franchisee. The Culi- 
nary Institute of America win provide 
teaching help as well as some US stu- 
dents who want to learn the art of 
French cooking. 

The new backers have also discussed 
funding a FFr30m hotel project to be 
completed by 2000, which would be 
entirely staffed and managed by stu- 
dents. 


Yilmaz 
hints at 
early 
Turkish 
election 

By John Barham in Ankara 

Mesut Yilmaz, Turkey’s 
prime minister, yesterday 
admitted he may he forced to 
call general elections as 
early as September. 

This runs contrary to his 
statements after taking 
power last summer that he 
would remain in office until 
2000, the latest . date by 
which elections have to be 
held. 

Mr Y ilmaz said in a Turk- 
ish newspaper interview yes- 
terday: “There will be no 
elections for seven or eight 
months, but I cannot see fur- 
ther than that There could 
be an election in eight or 
nine months." ■ 

He did not explain what 
made him change his mind, 
though most political and 
financial market analysts 
doubt his weak three-party 
coalition, which lacks a 
majority to push important 
reforms through parliament, 
could last much beyond the 
spring of 1999. 

Analysts speculated the 
government might call early 
elections, after the constitu- 
tional court last month 
closed Welfare, the opposi- 
tion Islamist party, for “con- 
spiring” against the secular 
order. The Islamists hold the 
most seats in parliament and 
have a formidable electoral, 
machine, but might not have 
time to regroup for early 
elections. 

Mr Yilmaz. leader of the 
conservative Motherland 
party, apparently still sees 
the Islamists as his principal 
foes. He said: “Our biggest 
responsibility is to show the 
people do not need a politi- 
cal representative for their 
religious belief.” 

He warned that Welfare, 
which opinion polls show is 
tied in first place with 
Motherland with 21 per cent 
support, “cannot get that 
many votes, and if they do 
they cannot take office. If 
Welfare wants power it 
should adapt to the rules of 
the system." 

However. Mehmet Sami, 
senior vice-president at ATA 
Securities, an Istanbul bro- 
kerage, said Mr Yilmaz’s 
statement should not be 
taken at face value. "Yilmaz 
has not done much over the . 
last six months. The people 
want results. I do not see 
how the current situation 
could benefit Motherland.” 
be declared. 

Last October, Mr Yilmaz 
said he needed to stay in 
office until 2000. long enough 
to introduce a three-year 
reform programme to cut the 
soaring inflation rate. 

However, divisions in the 
government have blocked 
progress over privatisation 
and reform of the deficit-rid- 
den social security system. 
Negotiations with the Inter- . 
national Monetary Fund 
have m ad e little headway. 

Analysts say the govern- 
ment could improve its elec- 
toral fortunes if it lowered 
inflation and dislodged 
Tansu Ciller as leader of the 
rival conservative True Path . 
party. This would allow Mr 
Yilmaz to take sole com- 
mand of the centre-right. 
Turkey’s political heartland- 
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President of 
Armenia quits 

Armenia's president. Levon Ter-Petrosyan, annou n ced 
resignation yesterday after key supporters abandoned 
him, apparently over a territorial dispute with - 
neighbouring Azerbaijan. Mr Ter-Petrosyan, who has led 
Armenia since independence in 1991. won another 
presidential term in 1996. Opponents charged that be 

rigged the polls. . 

He has lately found hims elf battling the prime minister, 

Robert Kocharyan, over policy towards , 

Nagorno-Karabakh, the disputed Armenian-populated 
enclave in Azerbaijan. Fighting broke out between Azeris 
and Armenians over Nagorno-Karabakh in 1988, and 
thmigariH.c of people were killed before a fragile ceasefire 
took effect in 1994. • 

The Karabakh Armenians have declared independence 
as a prelude to eventual union with Armenia- But Mr 
Ter-Petrosyan urged concessions in the dispute, saying 
they would help Armenia repair its devastated economy 
and avoid international isolation. Mr Kocharyan accused 
the president of making too many concessions, The power 
struggle caused a split in Mr Ter-Petrosyan’s ruling 
Respublica bloc on Monday and prompted a defection of 
several senior, officials. Including t he for eign minister. 
Alexander Arzumanyan, and the central bank chief, 
Bagrat Asatryan. • Reuters, Yerevan 

m BERLUSCONI CHARGES 


Tax fraud trial starts 

Italy's former prime minister, Silvio Berlusconi, went on . 
trial yesterday on false acco unting and tax fraud charges 
linked to the purchase of land around his fam i l y villa on 
the outskirts of Milan, judicial sources said. The . 
opposition leader and 13 other people, inc l udi n g 
executives from -his Fininvest empire, are accused of 
under-declaring the official purchase price oE the land to 
avoid paying taxes. 

The trial. Is one of three that Mr Berlusconi, 61. is 
facing. In separate cases, he is accused of es t abl i s h ing 
illegal slush funds and bribing tax inspectors. He has 
denied any wrongdoing. Last year, the media mogul was 
handed his first conviction - a 16-month sentence for 
false accounting in a case involving the acquisition of a 
film business by Fininvest. A judge said Mr Berlusconi, 
prime minister for seven months in 1994. had been, found 
guilty' but would not go to jail. Reuters , Milan 

■ NUCLEAR POWER 


Reactor closure confirmed 

The French government has confirmed the permanent 
closure of the controversial Superphenix nuclear reactor, 
the largest fast reactor ever built dealing a blow to the 
country's powerful nuclear lobby. But in an apparently 
contradictory move, the older and smaller Ph&nix, 
France's other fast reactor, is poised to be restarted. This 
is to enable the pursuit of experiments that will help 
France to decide in 2006 how best to dispose of the waste 
from its extensive network of nuclear reactors. These 
generate about three-quarters of France’s electricity. 

The decisions put cabinet unity in the Socialist-led 
government of the prime minister, Lionel Jospin, under 
strain. Dominique Voynet, the Green environment 
minister, said she would have preferred Phenix not to be 
restarted. By contrast, Robert Hue, the Communist leader 
said his party was against the closure of Superphenix. 

Charles.MUlon, the former defence minister, now 
president of the Rhone- Alpes regional council where 
Superphenix is located, attacked tbe "diktat of a Green 
group which is necessary to the plural majority at the 
national leveF. David Owen. Paris 

M FRENCH TEACHERS 


Protests over cuts 

Almost half the secondary school teachers in France went 
on strike yesterday to protest against the outspoken 
reform plans and personality of the education minister, 
Claude AOSgre. The protests, called by the main 
secondary teachers’ union, had little to do with pay and 
reflected a general insecurity in the teaching profession 
over cuts in government spending and the prospect of a 
shake-up. Mr All&gre has called the teachers' unions out 
of date and Is ready , to court unpopularity by 
decentralising education and linking the curriculum 
closer to the needs of the job market . . 

His stance, which appears to have cabinet backing. . . 
contrasts with the Socialist-led government's more 
cautious treatment of the unions in other areas. 
Yesterday's strike, observed on average by 40 per cent of 
the teachers, followed earlier strikes by primary school 
teachers over the way changes in their qualification - 
requirements had created unfair pay differentials. 

Robert Graham, Paris 

■ NATO EXPANSION 


Denmark ratifies admissions 

The Danish parliament yesterday ratified the admission 
to Nato of the Czech Republic, Poland and Hungary, 
making Denmark the first alliance member to approve the 
enlargement. The three former Warsaw Pact members 
have been invited to join the 16-member Nato In 1999 and 
signed protocols of accession on December 16. 

In a 97-17 vote, parliament ratified the text presented by 
the foreign minister, Niels Helveg Petersen. The 
opponents included members of two left-wing. anti-Nalo 
parties which oppose the enlargement because in their 
view it could mean more nuclear weapons deployed in 
Europe. . . AP. Copenhagen 

■ FINNISH PRIVATISATION . . 


Revenues may exceed target 

F inni s h state revenues from privatisations this year may 
exceed the FM2bn ($864ml target set out in the state 
budget, the finance ministry budget chief, Brkki VTrtanen. 
said yesterday. The government budget does not specify 
where the FM2bn would come from, but the amount is 
smaller than the privatisation plans already announced 
for this year. The government has already said it to 

raise FM2bn-FM4bn selling shares in Telecom Finland 
alone. It also wants to broaden ownership in a new group 
to be formed by merging Neste and Imatran Voima (IVO) 
Also, without a specified schedule, it plans to privatise 
part of a holding company comprising banking groups 
Fostipankki and Finnish Export Credit Ltd. Mr Virtanen 
said the government may continue reducing holdings in 
some other listed companies. Reuters. Helsinki 

LITHUANIAN FLOTATION 


State to sell bank stake 

Lithuania’s finance ministry said yesterday it expected to 

sell the 86 per cent state-run Agricultural Bank to a 

investor by the end of 1998. Agricultural Bank is 
the third largest bank in terms of assets, which were 
1.46bn litas (*364m) at the end of December The bank’s 
unaudited loss for 1997 was 29.8m litas. ' 

Hb said ap active marketing programme to sell -the : ' 
tonk would be launched in May and an open tender was. 

316 e * pectln g to complete the sell 
off of the bank in the second half of 1998,” he said. The ‘ 
Eovenimeiithas chosen Deloitte & Touche. Nomura and 
Lithuanian brokerage Vilfima to advise on the ' 
privatisation. Reut ^ 
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NEWS: EUROPE 


Dowdy German media aunt gets a new suit 


Die Zeit T s editor aims to regain the paper’s 
status as 4 forum for lively intellectual debate 


L &e so maw? Goman 
institutions, Die Zeit, 

the esteemed _ liberal 

weekly newspaper,' has 
become somewhat' flabby 
and complacent. The .‘‘old 
aunt" is certainly- still 
accorded the. begrudging 
respect typically reserved for 
an ageing relative. But it Is 
also a touch dowdy, too 

long-winded and not Kgfeh f d 
to as much as In.the past. 

According -to Roger de 
Week, the paper's newish, 
youngish editor, this is 
about to changed . “The old 
aunt is getting new clothes,^ 
says Mr de Week, who: was 
drafted in by Die Zeifs Own- 
ers, the publicity -shy Holtz- 
brinck group. • . . 

His task is to oversee the 
rejuvenation of V paper 
which is older than the Fed- 
eral Republic and .which in 
its 1960s and '70s heyday had 
a profound impact on politi- 
cal debate in the former 
West Germany. • 

Mirroring shifts in Ger- 
man society at large, Die: 
Zeit was caught by surprise 


by tiie great changes which 
accompanied the ton of the 
Berlin Wall, and never quite 
regained its sense " of pur- 
pose. The biggest shock for 
it has been . the way Ger- 
many's intellectuals have 
become increasingly margin- 
alised in public debate. 

The paper’s new clothes 
went on display last week. A 
redesign by the American 
newspaper, designer Mario 
Garcfa has given Die Zeit a 
lighter look., which means an . 
increase in the type size and ' 
a lot more white space 
between the Hnes. ‘V 
A table of contents has 
been added - a welcome 
addition to a paper 
renowned Jbr its bulk and its 
expanses of text Splashes of 
red here and these add a flir- 
tatious-touch. And the word 
“knowledge” has replaced 
“trade” in the paper’s sub-ti- 
tle. - . • • • . • 

This last change might " 
appear rather' slight But it 
gives ah indication of the 
Swiss-born, 44-year-old Mr de 
Week's more important 


plans far Die Zeit the trans- 
formation of the paper's edi- 
torial content and tone. 

Articles will be shortened 
and the prose made more 
terse. But at a time when 
there is more information 
available than ever before , 
Mr de Week reckons market- 
ing expertise and compe- 
tence is the best way of earn- 
ing money and getting more 
readers. 

The 450,000 people who 
currently buy the paper 
every Thursday come from 
Germany's highly-educated 
classes. 

On the commercial side, 
the paper is the leading car- 
rier of academic recruitment 
advertisements. 

- Such company may cer- 
tainly be civilised. But in 
recent years the paper has 
become, as many of Die 
Zeit’s younger journalists 
admit out of touch and even 
boring. Mr de Week acknowl- 
edges this, but says he has 
started to implement 
changes to make ft a forum 
for intellectual debate and 



Subtle changes the revamped masthead (below) 
wftere knowledge (Wtsswi) reptacss trade (Hanctefl 


ideas to reform Germany’s 
ossified institutions. 

He has set up a “reform 
workshop” of journalists 
drawn from the political, 
business and “knowledge” 
departments: Elsewhere, 
younger journalists have 
been promoted, with older 
ones encouraged to try their 
hands at more regular 
reporting again. The aim, Mr 
de Week says, is to play a 
more active role in the parts 
of society agitating for 
change in Germany. 


On the commercial side, 
the goal is to boost tbe circu- 
lation of Die Zeit to 470,000 
by the end of the year. Cur- 
rently, it has a turnover of 
DM150m (S&tinj and makes a 
small (undisclosed) profit. 

While the political, busi- 
ness and social establish- 
ment is still "weighed down 
by concrete”, Mr de Week 
senses that beneath the sur- 
face, particularly among the 
young, there is hunger for 
reform and change. 

‘There is actually a lot 


happening on the ground, 
but it is being held up by 
ageing institutions. We want 
to put ourselves at the fore- 
front of reform.” 

Die Zeit is a good testing 
ground for Mr de Week’s the- 
sis. In the German newspa- 
per world. Die Zeit is known 
as the place where journal- 
ists only ever leave feet first. 
Many of the staff who helped 
establish Die Zeit’s reputa- 
tion when both the paper 
and the country at large 
faced material hardship 


unimaginable in affluent 
Germany today are still on 
board. 

But such age also brings 
with it experience and 
respect One of tbe journal- 
ists most identified with tbe 
paper for the last 40 years is 
Countess Marion Donhoff. 
The octogenarian scion of an 
east Prussian aristocratic 
family, she is one of Ger- 
many’s best known think er- 
scribes and a familiar face 
on the international policy 
wonk circuit Her colleague 
on the editorial board. Hel- 
mut Schmidt, the former 
chancellor, brings the clout 
of statesmanship. 

The challenge facing Mr de 
Week over the next few 
months is to retain such 
gra vitas while ushering in a 
much needed breath of fresh 
air. Like the society it claims 
to mirror. Die Zeit will need 
to show it has embraced 
change and embarked on a 
new and exciting course, and 
persuade readers that the 
changes unveiled this week 
are not a case of too little too 
late. 

Frederick 
Studemann 


Internet access controls unlikely 


By Paul Taylor 

Further steps are needed to 
ensure all homes, schools 
and businesses in Europe 
have access to the internet, 
but it is “premature^ to con- 
sider regulatory measures to 
achieve that end, said Mar- 
tin Bangemann, European 
industry commissioner. 

Mr RangPWiflTin who Will 

open the showcase European 
Telematics Applications Pro- 
gramme exhibition in Barce- 
lona tomorrow, also said 
future regulation of the 
internet should be kept to a 

minimum. *. 

The EU commissioner said 
be believed tdeccms^ liberal-, 
isation and competition 
would help accelerate inter- 
net and world wide web use 
in Europe. “We are watching 
carefully the pace of market 
developments and national 
initiatives aimed at ensuring 
broader public a c cess to the 
internet. 


“However, I believe it 
would' be -premature to look 
to a regulatory obligation to 
provide such action;, or to 
support the cost of such 
actions across the telecoms 
sector -for example through 
universal sendee funds as 
was the case in the US.” 

He acknowledged that dig- 
. ital telecoms services are 
. still too. expensive in Europe, 
but said co m pe ti tion in the 
new liberalised environment 
would- “drive down prices as 
technology developments cut 
costs." . - ' - ' ' 

. Mr Bangemann noted over 
70 per cent of European sub-, 
scribers could -now access' 
the Internet using higher 
speed ISDN connections, and 
that by the end of the decade 
“this opportunity will be 
available to all subscribers 
in Europe. 

“Some businesses and 
individuals will want an 
even higher speed access as 
video services become more 


common. Technology devel- 
opments are opening up new 
-possibilities - over cable net- 
works, over new satellite 
systems, with optical fibers 
and with radio links. 

“The European Union sup- 
ports these technology devel- 
opments through its 
research programme on 
advanced communications. 
. and will continue to do so.” 

However, he said a num- 
ber of other issues still 
needed to be addressed, in 
particular concerns over 
“harmful, and indecent con- 
tent", data transmission 
security and encryption and 
the training of users, espe- 
cially doctors and school 
teachers if tele-medicine or 
educational multimedia was 
to become a reality. 

Most importantly, be said, 
the content available over 
the internet must be attrac- 
tive, high quality and tar- 
geted to European needs. 
"Beyond these regulatory 


aspects, it is essential that 
the European industry 
aggressively invests in inter- 
net development and reso- 
lutely harnesses tbe internet 
for commercial purposes. 

“Failing this Europe would 
experience a competitive dis- 
advantage in a growing mar- 
ket.” he warned. 

Mr Bangemann also said 
the Commission was prepar- 
ing an International Charter 
which it hopes would form 
the basis for an agreement 
with the US and other coun- 
tries on internet regulation. 
However, he emphasised 
that “regulation for regula- 
tion's sake is not the answer. 
In fact our position is not 
that far away from the cur- 
rent US administration. 

*r believe that a com- 
pletely hands-off approach is 
not the best solution.” he 
said. “But we should cer- 
tainly limit our interven- 
tions as much as possible.” 
Editorial Comment, Page 13 
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Brussels presses Ireland 
to impose water charges 

By John Murray Brown imposed, but were left to the With the economy growing 


By John Murray Brown 
in Dubfin 

The European Commission 
is pressing Ireland to fall 
into line with other Euro- 
pean Union member states 
by introducing domestic 
water charges, indicating 
that otherwise future aid 
from Brussels may be cut. 

Jean-Francois Verstrynge, 
director of the ElTs “cohe- 
sion fund” aid programme, 
warned this week that future 
support for environmental 
and transport infrastructure 
projects - worth I£lbn 
($l.36bn) over the six years 
to 1JB9 - could be linked to 
changes in its water regime. 

Ireland is the only EU 
state not to Impose water 
charges. Under the last Fine 
Gael-led government, 
charges were not universally 


imposed, but were left to the 
discretion of local authori- 
ties, with the result that 
poorer rural municipalities 
paid, while consumers in 
larger urban councils such 
as Dublin and Limerick did 
not 

The Fianna Fall-led coali- 
tion is split on the issue. The 
free marketeers of tbe Pro- 
gressive Democrats, though 
now a little coy. openly cam- 
paigned for water charges 
during the election. 

Noel Dempsey, environ- 
ment minister, said the gov- 
ernment was unlikely to 
reintroduce water charges 
"because of their political 
history”. But Mr Verstrynge 
said without water charges, 
it would be difficult to mobi- 
lise private capital to finance 
infrastructure once the EU 
funds dry up. 


With the economy growing 
at 7 per cent annually for the 
last five years, economists 
are concerned about water 
shortages. “It’s difficult in 
Ireland for people to realise 
water is a valuable resource 
But with the rise in income, 
with people installing jacuz 
zis and power showers 
water use is set to sky 
rocket,” said Sue Scott of 
Dublin’s Economic and 
Social Research Institute. 

An ESRI report last year 
calculated even when water 
charges were in place, there 
was only a 54 per cent rate 
of cost recovery for water 
supply - 8 per cent for waste 
water used in sewage 
systems. 

The Commission is prepar- 
ing a new directive enshrin- 
ing the “polluter pays” prin- 
ciple. 


Greek 
consensus 
emerges 
over euro 

By Kerin Hope in Athens 

A consensus is emerging 
between moderates in 
Greece's Socialist govern- 
ment and conservatives, 
including business leaders, 
who back the government’s 
drive for membership of 
Enropean economic and 
monetary union and its cur- 
rency, the euro, by 2001 . 

However. Costas Simitis. 
the reformist prime minis- 
ter. is facing opposition 
from leftwing members of 
parliament and a confronta- 
tion with fanners. 

Yesterday, parliament 
approved legislation to 
reduce deficits at public 
enterprises, despite defec- 
tions by hardline Socialist 
deputies. Ten Socialists, 
including former ministers 
with close links to public- 
sector trade unions, boycot- 
ted tbe debate, although it 
was billed by party officials 
as a vote of confidence in 
the government. 

Union opposition has 
slowed efforts to modernise 
management at state-con- 
trolled utilities and loss- 
making transport companies 
which rely on subsidies. 

Tbe legislation allows 
public sector managers to 
cot payroll costs by reduc- 
ing benefits and overtime 
and transferring employees 
without approval from the 
unions. Prices on the Athens 
stock market jumped 2.39 
per cent yesterday, led by 
shares of public-sector 
banks and OTE, the state- 
controlled telecoms opera- 
tor. which have made a start 
on restructuring. 

Several prominent depu- 
ties from the centre-right 
New Democracy party, the 
main opposition, abstained 
from voting to show support 
for Mr Simitis's campaign to 
modernise Greece’s state- 
controlled utilities and 
transport companies. 

Such support is also likely 
to assist Air Simitis in the 
confrontation with farmers, 
who are protesting against 
the withdrawal of subsidies 
from the Greek government 
and tbe European Union. 
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B JP pledges curbs on foreign investors 


» W9fc. ***** 


By Mark Nicholson 
in New Delhi 

India's Bharatiya Janata 
party, the country's biggest, 
yesterday pledged to put 
"India first" in a strongly 
nationalist election mani- 
festo which foresees only a 
"small role" for foreign 
investment. 

The manifesto says a BJP 
government would frame 
rules to “restrict” direct for- 
eign investment in "non- 
priority" sectors and to dis- 
courage foreign takeovers or 
100 per cent ownership of 
Indian subsidiaries by for- 
eign companies. 

The 55-page document cri- 
ticises seven years of eco- 
nomic liberalisation begun 
by the former Congress 
party government in 1991 as 
"a period of record loot 
under which foreign compa- 
nies flourished and Indian 
ones foundered" and which 
resulted in "economic stag- 
nation”. 

The manifesto commits a 
future BJP government to 
“rapid, large-scale internal 
liberalisation". But It says 
the BJP would "calibrate” 
the process of India's globali- 
sation "so that Indian indus- 
try gets a period of seven to 
10 years for substantial inte- 
gration with the global econ- 
omy”. 

Opinion polls show the 
Hindu revivalist BJP, in alli- 
ance with at least seven 
smaller regional parties, is 
likely to emerge as the larg- 
est grouping after this 
month's general elections. 


NEWS DIGEST 



BJP leaders LJL Ad van i (left) and Atal Bifaari Vajpayee yesterday with their manifesto 


though it may fall short of a 
governing majority in the 
543-seat parliament. The BJP 
has said it would negotiate a 
“common minimum pro- 
gramme” with its allies if 
they formed a coalition gov- 
ernment. 

The manifesto promises 
that a BJP government 
would pursue India's 
national interests “more vig- 
orously” and to "make an 
impact on the world arena”. 
The BJP also promises to 
“exercise the option to 
induct nuclear weapons”. 
However, L.K Advani. party 
president, would not be 
drawn on whether a BJP 
government would conduct a 
nuclear test - a move which 


Indonesians riot 
as prices soar 

Rising inflation sparked riots in the Indonesian city' of 
Malang yesterday, signalling a rapid spread of anger over 
the sudden economic downturn in Indonesia. Residents of 
the East Java city, which is home to thousands of stu- 
dents and some of Indonesia's most fervent Moslem 
groups, said protesters pelted shops selling kerosene, used 
by the poor and middle class to fuel stoves, after prices 
more than doubled in recent days. 

There were no reports of casualties or arrests but stu- 
dents were p lannin g another demonstration today. Sol- 
diers moved in to restore order after similar price rises- 
have sparked riots in Ujung Pandang, capital of southern 
Sulawesi, and other small towns in Sulawesi and Java in 
recent days. 

President Suharto has promised to lift subsidies on ker- 
osene. which is imported and became drastically more 
expensive as the rupiah collapsed, on April 1. 

The Moslem Eid holiday last week passed more calmly 
than many had expected but there is widespread concern 
that unrest could spread as workers and students return 
from their villages. More than 2m Indonesians have lost 
their jobs in recent months. Sander Thoenes, Jakarta 

■ MALAYSIA 

Worker repatriation cancelled 

Malaysia yesterday told the World B ank it would not 
repatriate Indonesian workers in order not to make the 
situation in Indonesia worse. 

The World Bank president, James Wolfensohn, said that 
Mahathir Mohamad, Malaysian prime minister, told him 
during talks yesterday the government would try to find 
the workers alternative work in Malaysia. Mr Wolfensohn 
said the World Bank was particularly concerned about 
the affects of the economic crisis on people. 

There are about 2m foreign workers in Malaysia, half of 
whom come from Indonesia. The Malaysian government 
earlier proposed sending back lm workers because of the 
economic slowdown. The International Labour Organisa- 
tion warned in a recent report of immense social upheaval 
in the wake of the Asian financial crisis and its impact on 
jobs. Kyodo. Kuala Lumpur 

■ THAILAND UNREST 

Farmers threaten big protest 

Thai fanners demonstrated yesterday in the country's 
poor north-east, threatening to bring 30,000 protesters to 
the capttal if the government did not come up with a 
clear-cut development policy by the end of the month. 
About 3,000 farmers gathered in Nakom Ratchasima prov- 
ince, 210 kmnorth-east of Bangkok, demanding account- 
ability from the government over the country's economic 
crisis. Thailand's devaluation In July provoked the 
regional financial crisis which has forced several coun- 
tries including Thailand to appeal to the International 
Monetary Fund for help. 

The farmers are demanding that the government reveal 
all the conditions attached to the IMF loan. They also 
called for a freeze on the petrol tax and suggested that the 
government offset revenue shortfalls by imposing heavy 
taxes on inheritance and unexploited land. Farmers and 
workers organisations have complained the government 
has spent too much attention on solving macroeconomic 
problems, while ignoring the grievances of the country’s 
Poor- AP. Bangkok 

■ AUSTRALIA 

Fears for commodity exports 

Dwindling Asian demand and weakening of commodity 
prices have raised great concerns about Australia's 
export-orientated economy. At an ann ual gathering, lead- 
ing economists and commodity producers in Canberra 
yesterday heard forecasts that Australia’s commodity 
export growth rate would fall by more than two-thirds in 
the fiscal year to June 1999. 

John Anderson, Australian minis ter for primary indus- 
tries and energy, assured the government's Australian 
Bureau of Agricultural and Resource Economics fABARE) 
that the government's economic policies bad "positioned 
the country well” to weather difficulties generated by the 
Asian meltdown. But executives and analysts across a 
wide range of industries, from wheat and meat to iron 
ore. coal and nickel, adopted "the Asian crisis” as their 
mantra. 

“This year, the economic outlook is one of the most 
uncertain we have faced in the past decade." said Brian 
Fisher, ABARE executive director. 

“The recent crisis in Asian financial markets has gener- 
ated more uncertainty for the commodity sector than 
we’ve experienced since the collapse of the Soviet Union.” 

Gwen Robinson, Canberra 


would automatically Incur 
US sanctions. India cur- 
rently admits it has nuclear 
capacity but says it has no 
Intention of building a 
weapon. 

Nationalist themes also 
dominate economic policy, 
which the manifesto says 
"will be guided by sutadeshi 
or economic nationalism”. 

In the light of India's eco- 
nomic stagnation and Asia's 
recent financial crisis, the 
BJP says it would "appraise 
and review" the Congress 
party reforms. 

It specifically criticises 
“misguided tariff reduc- 
tions" since the reforms 
began in 1991. The manifesto 
says current economic condi- 


tions “will cause irreparable 
damage to the fabric of 
Indian industry," pledging 
particularly to protect small 
industries. 

"Internal” liberalisation 
and faster economic growth 
would be encouraged by sub- 
stantial further liberalisa- 
tion in agriculture, greater 
government spending on 
infrastructure and consider- 
able "pruning" of the public 
sector. 

However, the manifesto 
says foreign investment 
would be encouraged in 
areas such as infrastructure 
and industries aimed at 
exports rather than the 
domestic market, but "not in 
areas where the domestic 


Investors pour 
into Malaysia 


industry is performing wen”. 
Mr Advani declined to spec- 
ify which industries this 
included. "We’ll have to 
spell that out lata:." he said, 
though he added that the 
BJP would not take any 
action against existing for- 
eign investments. 

Takeovers of Indian com- 
panies “will not be encour- 
aged," it says, adding that 
foreign direct investment is 
"welcome in non-predatory 
role in joint ventures rather 
than 100 per. cent subsid- 
iaries”. 

The manifesto says specifi- 
cally that the BJP would 
ensure that ownership of the 
media "is in the hands of 
natural bom Indians only” 
and limit to 20 per cant any 
foreign stake in media enter- 
prises. 

J as want Singh, chairman 
of the manifesto committee, 
also said that while India's 
state-monopoly insurance 
industry would be priva- 
tised. opportunities would be 
Open only to Indian entrepre- 
neurs. 

The BJP also says it will 
build a "magnificent” Hindu 
temple at the site in Ayod- 
hya where Hindu zealots in 
1992 ransacked the Babri 
Masjid mosque. Two thou- 
sand people died in subse- 
quent Hmdu-Moslem riots. 

It also wants to remove 
constitutional provisions 
according "special status” to 
the troubled and Moslem- 
majority state of Jammu & 
Kashmir. And it wants India 
to end its ambiguous nuclear 
posture and become a 


Malaysia 


declared nuclear state. 

Bach of these pedicles has 
been opposed by one or 
other of the seven smaiter 
regional parties, with which 
the BJP has aligned. "We 
will see to it that the rights 
of minorities and others will 
be protected.” says JJayalal- 
itha, leader of the AIADMK 
party, which allied with the 
BJP in the southern state of 
Tamil Nadu. The BJP has 
agreed to this. "When we 
form an alliance, we will 
have to have a programme 
tailored to the wishes of all," 
said Mr Singh. 

The party says it would 

not "compromise" on its ] . 
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pressure on 
the currency 
has led to a 
debate about 
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fra* everything 'from 
fires to fraudr So why not 


and fuel prices. 
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the currency peg^feo the US. 
.dollar. . the linchpin of the 
^ffnancial system, -will have 
to be abandoned?" 

- One. scheme undo' sera-: 
tiny is the idea of- “put 
options” qn the’ 5oh£ Kong 
dollar— ^ . shofpljy 4 
right Kang dol- 

lars atithbri- 


the counterparty Is factoring 
in the risk and probability of 
devaluation,” said ' Mr 
Che ung. "The effective rate 
to.more than HK$M)0 to the 
US: dollar." he added 
The point of the proposed 
.scheme would be to charge 
only a small premium, to 
cover administration 
char ges, hence underlining 
the government's; commit- 
ment to the existtog rate. 
“Put options at the peg rate 
would demonstrate the gov- 
ernment’s confidence and 
commitment." sajs one 
Hong Kong bankas \ 

Not all are conViiiced by 
the merits of the scheme, 
while many point to caveats. 
Jan Lee; senior economist at 
Hongkong Bank, says' a sta- 
ble financial environment is 
needed to launch the initia- 
tive 'and enable the’^ricing 
of put options. “You need 
interbank rates to toll below 


By Sheila McNirfty 
in Kuala Lumpur 

Investors poured into 
Malaysia's stock market yes- 
terday. pushing the key 
index up 23 per cent in what 
analysts suspect might sig- 
nal the start of a fitful but 
sure recovery. 

The benchmark Composite 
Index closed at 701.31. up 
13180 points higher than on 
January 26. It had been 
closed far five trading days 
for holidays marking the end 
of Ramadan. 

The pent-up eagerness to 
get in on the action sparked 
hectic buying. While unsus- 
tainable at this pace, it could 
indicate that investors are 
coming to terms with the 
region's financial crisis. 

Although corporate 
restructurings and failures. 


bank mergers and layoffs are 
expected in the months 
ahead, analysts said inves- 
tors are ready tor them. Bar- 
ring the outbreak of war in 
Iraq or widespread unrest in 
Indonesia, analysts said the 
market might be embarking 
on the long, volatile road to 
recovery. "Quite likely we've 
seen the bottom,” said Sani 
Hamid, emerging markets 
analyst at MMS Internation- 
al/Standard & Poor's. "What 
else is there to discount?” 

Though Malaysia has not 
sought International Mone- 
tary Fund assistance, it has 
begun to take tough mea- 
sures to reign in its econ- 
omy, including the deferral 
of some prestigious infra- 
structure projects. Yester- 
day's market move indicated 
it too stands to benefit from 
the renewed confidence in 
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wiih US rates,” he. says: 

While the announcement 
of a guarantee scheme could 
help provide the required, 
stability, and prictog could 
be determined simply by 
supply and demand for 
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countries ready to take mea- 
sures to deal with the crisis. 

But dealers said they were 
taken aback by the speed of 
the movement, with some 
adding that such violent 
swings in illiquid markets 
were a deterrent to institu- 
tional investors who like to 
deal in sizeable amounts. 

Yet the higher level of the 
stock market raised new 
hopes of a virtuous circle in 
which cash-strapped compa- 
nies would again be able to 
raise funds mid local inves- 


tors with money tied up for 
months in paper losses 
would recover enough to pay 
off mounting debts. This 
would reduce pressure on 
financial institutions awd 
revive economic growth. 

As foreign investors buy 
ringgit to purchase shares, 
they would in effect support 
the Malaysian currency. Its 
48 per cent toll against the 
US dollar since July has 
made servicing foreign debt 
and imparts more expensive. 
Stock markets. Page 34 


Smaller investors benefit from NZ$267m out of court accord 

NZ settles steel sell-off case 


By Terry Hafl in Wellington 

The New Zealand 
government has agreed to 
pay NZ$2673m f 3156m) in an 
out of court settlement to 
thousands of mainly small 
investors In the banking 
group Eqm'ticorp Holdings. 
The action resolves an eight- 
year dispute over the way 
treasury advisers handled 
the sale of New Zealand 
Steel 

The settlement is the larg- 
est In the country’s commer- 
cial history and was agreed 
with Equiticorp's govern- 
ment-appointed statutory 
managers. The settlement 
means the government will 
not proceed with its plans to 
take the case to appeal, or 
the Privy Council in London. 

The statutory managers 


were appointed after the 
worldwide collapse of the 
Equiticorp group of compa- 
nies. The case was brought 
by Fred Watson, one of the 
statutory managers, on the 
grounds that the govern- 
ment or its advisers acted 
illegally in 1987 when they 
agreed to accept an offer of 
NZ$327m from Equiticorp to 
buy the state owned-steel 
mill. The mill had recently 
been expanded at a cost of 
NZ$2bn. 

The statutory managers 
alleged the government 
knew Equiticorp was fund- 
ing the purchase through, its 
own shares, in breach of the 
Companies Act. 

In July 1996 Justice 
Smellle, after a six-month 
trial found the government 
was liable to pay the statu- 


tory managers NZ$l90m. 
plus interest, a total bill of 
NZ$328m. 

Professor Don Trow, chair- 
man of the advisory commit- 
tee fin the statutory manag- 
ers. paid tribute to the 
former justice minister. Sir 
Geoffrey Palmer, for setting 
up the statutory manage- 
ment after the collapse of 
the Equiticorp group of com- 
panies. 

He said the result was a 
triumph for Mr Watson and 
his associates, and repre- 
sented a far greater realisa- 
tion than would have 
occurred had a normal 
receivership been put in 
place. “A normal receiver- 
ship structure would never 
have discovered the prob- 
lems.” Prof Trow said. 

Ironically. Sir Geoffrey - 


later Labour prime minister 
- set up the management 
regime that eventually 
unravelled the legal , com- 
plexities involved in the case 
which led to the government 
payment of what will be the 
largest legal settlement' in 
New Zealand. 

Winston Peters, the trea- 
surer, said the settlement 
saved the government any. 
further increase in its Inter- 


Nobel prize-winning econo- 
mist from file University of 
Chicago Graduate School of 
Business, the notion to mare 
than academic. Urn idea has 
found its way intq : a list of 
proposals under consider-, 
atton by Donald Tsang, 
financial secretary, as he 
considers ways to ease the 
pain of the peg. - 

The suggestion has won 
. enthusiasm front many busi- 
nessmen and bankers. “I 
thought the idea was excel- 
lent and we should definitely 
explore it,” says Barry 
Cheung, chief executive of 
Fortune 02. “We have seen 
two rises in hank prime 
lending rates since October 
and money market rates 
have been at double-digit 
levels most" of this year,” - 
says the finance director of 
one blue chip- "We have to 
find ways to ease the pres- 
sure.”' 

, The introduction of gov- 
enunent-backed put options 
could do that- by implement-, 
ing an official guarantee, say 
its supporters. That would 
remove the. speculative risk 
against the currency, they 
add. allowing interest rates 
to toff. 

Most in the corporate sec- 


meni in asset prices required 
to -maintain Hong Kong's 
competitiveness in a deval- 
ued region, say economists. 


N icholas Kwan. 
regional chief econo- 
mist at Merrill 
Lynch, describes the pro- 
posal as a two-edged sword. 
Against the positive confi- 
dence factor, he notes the 
scheme will tie up the for- 
eign exchange reserves 
which now support the exist- 
ing currency board exchange 
rate system. “The more you 
commit to this type of insur- 
ance programme, the less is 
left as free reserves," he 
says. 

None of these counter 
arguments appears conclu- 
sive. Stubbornly high inter- 
est rates reflect speculative 
risks relating to continued 
regional upheaval as much 
as a mechanism for forcing 
adjustment in Hong Kong’s 
costs. “We would have 
adjustment in the economy 
without such high rates." 
says Ma Guouan, co-head of 
economic research at Salo- 
mon Smith Barney. 

As for the fanning costs, 
Mr Kwan points out that 
with foreign exchange 
reserves of US*93bn, almost 
eight times the value of cur- 
rency in circulation, there is 
scope at least for a trial pro- 


est biff, which was running tor believe the government 


at NZ$Sm a month, and was 
an acknowledgement that 
the risks of pursuing the 
case were high. 

The government had set 
aside NZ$382m as a contin- 
gent liability over the case, 
and the settlement, for any 
lesser sum, would have a 
positive hnpact on this 
year’s budget 


is determined and ahle to 
defend the exlsthig peg rate 
of HKJ780 to the US dollar. 


But the new scheme could, gramme. That, and the pros- 
also substantially reduce the pect of sustained high inter- 


corporate cost of insuring 
against devaluation through 
traditional hedg ing me cha - 
nisms in the market. 

“Hedging is very expen- 
sive at the moment because 


est rates. rising 
u nemp loyment and a shar p 
toll in growth, may prove 
tempting for Mr Tsang. 

John Ridding 


Harbin puts heating costs on consumer 

T he annual Harbin Ice and total YnSOOm ($60.4n0 cost of keep- issuing heating fees to cover the transfer heating costs from state close, lumbering thi 
Snow Festival Is a celebra- ing the people of Harbin warm remaining 10 per cent. welfare to the market. Heating with the. bill for t 

tion of the cold. And Harbin, each year was shouldered substan- To soften the blow and avoid any should be a commodity and, if you health, school, nensi 


T he annual Harbin Ice and 
Snow Festival Is a celebra- 
tion of the cold. And Harbin, 
capital of Heilongjiang Province on 
China's border with Russia, has 
much to celebrate: at night, the 
temperature in winter typically 
tolls below -30C. 

This provides a perfect habitat 
for the frozen winter sculptures, a 
festival of kitsch carvings in ice, 
backlit by bright neon tubes. But 
the climate also makes the govern- 
ment's provision of heating, and 
the gradual transfer of heating 
costs from the state to the citizen, 
the most sensitive social issue in 
Harbin. 

"This is even more important to 
people than the problem of unem- 
ployment.” says Zhao Qlngli. a 
senior official in the Harbin gov- 
ernment - quite an admission 
when the municipal government 
privately acknowledges the jobless 
rate is over 10 per cent, more than 
double the official national rate of 
4 per cent 

State enterprises have in the past 
been responsible for heating not 
only their factories but the housing 
they provide for their workers. The 


total Yo500m ($60.4m) cost of keep- issuing heating fees to cover the 
ing the people of Harbin warm remaining 10 per cent, 
each year was shouldered substan- To soften the blow and avoid any 
ttolly by state industry; only a par- public protest about the controver- 
tion came directly out of the gov- sial new charges, the government 
eminent budget has also started providing new sub- 

However. the north of China. 

where state-owned heavy industry i r* 

- machine tools, defence and dvfl CJtHer Well are 
engineering factories - prospered i__ 

in the era of central planning, has CQ3X^6S H13.y 06 
suffered most heavily in transition rr _, 0 
to a market economy. Mr Zhao gldUudliy 
says 20 per cent of state companies f>>icfprl imnn 
have not paid their workers fUH iUlHCu Hpuil 
salaries and benefits for over a ^triri^cp 
year, providing instead meagre 

citizens and 

welfare provided by the work unit t hg DTTV2tfi 
But with the changes in the kr 

national economy, that has had to SCCtOf 

change. We have fried to push the . ; 

business of heating supply towards 

the market economy,” gy piatns Mr sidles to Harbin citizens to a 
Zhao. That means charging lndf- heating costs. Government a< 
viduaJs for heating. tance more than covers the indl 

The Harbin government, China's ual charges for heating, but 
first municipal authority to intro- rials say file subsidies are inter 
duce direct heating charges, has to help remould public assn 
started, modestly: the state stiff tions. 
shoulders 90 per emit of the cost, "In the future, ideally, we 


gradually 
foisted upon 
Chinese 
citizens and 
the private 
sector 


sidles to Harbin citizens to cover 
heating costs. Government assis- 
tance more than covers the individ- 
ual charges for heating, but offi- 
cials say the subsidies are intended 
to help remould public assump- 
tions. 

"In the future, ideally, we will 


transfer heating costs from state 
welfare to the market. Heating 
should be a commodity and, if you 
want it, you have to pay for it.” 
says Mr Zhao. But, he explains, 
' "we are using the subsidies to help' 
change the way people think”. The 
subsidies are also a. means by 
which the state can augment toe 
meagre incomes of many state-sec- 
tor employees. 

Pressure for a. mare market-ori- 
ented approach has also come from 
heating . suppliers that have, found 
it. Increasingly difficult to get paid 
by all-bnt-bankrupt state, compa- 
nies. Wang Wenbin, head of the 
city’s heating supply bureau, says 
companies have introduced new 
teams to collect heating fees' «md 
started wring "punitive measures” 
to enforce payment. . • • • 

Mr Zhao says Harbin 1s China's 
"first city to. start charging' for 
heating costs", a response to the 
declining capacity of the nation's 
state-owned enterprises to shoulder 
the costly burden of ' heating 
homes. 

As China's transition' to a freer 
market continues, more and more 
state companies are* expected to 


close, lumbering the government 
with. the. bill for the welfare - 
health, school, pensions and hous- 
ing — that state industry pro- 
vided for m illion s of workers and 
their- families for more than a gen- 
eration. 

National fiscal revenues are 
already inadequate to cover Chi- 
na’s expanding spending needs, 
making it likely that just as Harbin 
has been compelled to form its 
heating problem gingerly out to 
the market,- so other . welfare 
charges may. gradually be foisted 
on C hines e citizens and fhA private 
sector. 

The watchword, says Mr Zhao, is 
gradual change. The transfer of 
costs is essential but the govern- 
ment must, take Into account the 
social strains of China's, economic 
transition for -the' thousands of 
state workers who have lost jobs 
and- the thousands more' fariwg 
redundancy. ' 

“We will continue to transfer the 
heating costs , to the people, but 
Gsdy as far as their living stan- 
dards can tekfi .ft," be adds. 
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on a far from common market. 


For ail the debate on the single market and the 
single currency, Europe grows more diverse by the day. 
New markets. New nations. And a host of new 
challenges - and opportunities. Capitalising on them 
takes a strategic adviser with uncommon commitment. 
Presence in every major European market. The ability 
to see developments from a global standpoint. 

And the intelligence to fiise both perspectives into 
genuine wisdom for governments, institutions and 
individuals. Understanding the differences in Europe 
can make a difference all over Europe. 

The difference is Merrill lynch. 






Merrill Lynch 

A tradition of trust 
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NEWS: INTERNATIONAL 


The Iraq crisis: □ Arab states cool on military action □ Baghdad doubts on oil sales plan □ Envoy questions IIS sincerity 


Arabs lukewarm on 
Albright’s call 
for air strikes 


■ - - ' 


By Mark Huband in Cairo 

US efforts to secure Arab 
backing for possible air 
strikes against Iraq seemed 
yesterday to have won only 
a lukewarm response from 
the region, whose leaders are 
insisting on greater diplo- 
matic efforts to defuse the 
crisis. 

President Hosni Mubarak 
of Egypt appeared yesterday 
to have maintained his 
strong objection to military' 
action during a 55 minute 
meeting in Cairo with Made- 
leine Albright. US secretary 
of state, at the end of her 
Middle East tour. 

Amr Moussa. Egypt's for- 
eign minister, said after the 
meeting: "We an? not talking 
about anything except how- 
to fulfil the [UN] Security 
Council resolutions, as well 
as giving full support to the 
current diplomatic efforts.” 

Earlier, however, Mrs 
Albright told a news confer- 
ence: “Today I can report to 
you that the United States. 
Egypt, Jordan. Kuwait, 


Saudi Arabia. Bahrain and 
the Palestinian Authority- 
are of one mind on this crisis 
caused by Iraq’s defiance of 
the Security Council.” 

Her remarks came as Kofi 
Annan, UN secretary gen- 
eral. spoke on the telephone 
to Tariq Aziz, Iraq's deputy 
prime minister, and Ber- 
trand Dufourcq, French spe- 
cial envoy, arrived in Bagh- 
dad as part of international 
efforts to get Iraq to back 
down and allow the UN to 
resume weapons inspections. 

Although opposed to air 
strikes, the Arab states have 
been insisting that Iraq com- 
ply with UN resolutions to 
allow inspectors unhindered 
access to suspected sites 
where chemical and biologi- 
cal weapons may be hidden. 

Mr Mubarak has 
attempted to co-ordinate a 
unified Arab position, con- 
tacting 14 regional beads of 
state and government by- 
telephone on Monday. The 
discussions led to an Arab 
League initiative to press 
Iraq into abiding by UN reso- 


lutions. Esmat Abdel-Me- 
guid, Arab League secretary 
general, will arrive in Bagh- 
dad with the proposals 
today. 

“The picture that we see 
now is worrying and disturb- 
ing. and reflects a solitary 
stance by America, because 
not the whole [UN] Security 
Council agrees with this 
strike,” Mr Abdel-Meguid 
said. “[Proposals for air 
strikes] are rejected by 
Arabs in form and content.” 

The only Arab support for 
air strikes has come from 
the Gulf, but even there, 
only Kuwait has so far given 
unequivocal public backing 
in response to Mrs Albright’s 
canvassing. The US main- 
tains 1.500 troops perma- 
nently in Kuwait, and a fur- 
ther 2 . 0 CH} may be airlifted as 
reinforcements. Qatar, 
where tbe US has two large 
arms depots, is assumed by 
Washington to favour mili- 
tary action, but has yet to be 
asked. 

After meeting the secre- 
tary of state on Monday, 
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Madeleine Albright in Bahrain yesterday: she claims US, Saudis and Egypt ‘are of one mind' on. Iraq action ” 


Crown Prince Abdullah of 
Saudi Arabia was reported 
by Mrs Albright as saying 
the US and Saudis “see eye 
to eye on the issues 
involved”. 

A Saudi statement after 
the meeting said: “The two 
sides asserted their interest 
in exhausting all diplomatic 
means to resolve the current 
crisis, as the failure of such 
methods would entail grave 
consequences whose respon- 
sibility would lie exclusively 


on the Iraqi regime.” 

US officials interpreted the 
statement as support for air 
strikes. However, there is no 
sign tha t Arabia has 
approved the use of US 
fighter bombers stationed on 
its territory for use in 
patrols over Iraq's, southern 
no-fly zone. William Cohen, 
US defence secretary; will 
visit the Gulf states on Sun- 
day if the likelihood of air 
strikes grows. 

The US now has 25,000 


troops stationed in the Gulf. 
A third aircraft carrier will 
join the US fleet in the Per- 
sian Gulf bn Thursday, while 
British Barrier jump jets are 
due to jofn UK vessels in the 
Mediterranean. . .. 

Arab wariness of initia- 
tives which undermine Arab 
unity is strong, despite 
regional suspicion of Presi- 
dent Saddam Hussein's 
regime.. Key to this change 
has been the failure to break 
tbe deadlock -in the Israeli-. 


Palestinian conflict. 

; The region’s current prior- 
ity is to forge- unity in the 
face -of ; Israel's refusal to 
abide by agreements to carry 
out two further troop wfth- 
drawals from the West Bank. 
President Mubarak is keen 
to prevent Iraq becoming a 
catalyst fbr/Arab disunity. 
Arab; “concern over israLel’s 
nuclear arsenal is greater 
than concern, over Iraq's 
chemical weapons stock- 
piles.. . . 


US to back UN plan to raise food-for-oil targets 


By Robert Corzine 

The US is expected to 
support steps to rehabilitate 
parts of Iraq's oil industry if 
tbe United Nations deter- 
mines this is needed to reach 
proposed new financial tar- 
gets for the oil-for-food pro- 
gramme. 

Officials say Washington 
intends to study carefully 
the proposal by Kofi Annan. 
UN secretary general, to 
raise Iraq's oil sales revenue 
target to $5.2bn every six 
months from the present 
$2bn. However the “US dis- 
position is to support the 
secretary general’s plan”, 
said one official. 

Such support would 


extend to allowing new 
investment tn Iraq’s oil 
infrastructure, as long as 
there was a clear need and it 
was done under close UN 
supervision. In the past the 
US has objected to sugges- 
tions that Iraq should be 
able to use oil revenues to 
revitalise its petroleum 
sector. 

There is considerable 
uncertainty about the capa- 
bility of Iraq's oil industry to 
expand output to the higher 
level needed to meet the new 
UN target. 

Industry analysts say Iraqi 
exports may have to rise 
from about lm barrels a day 
to between l.Sm b/d and 
2.4m b/d barrels a day. 


depending on prevailing 
world oil prices. 

The Centre for Global 
Energy Studies in London 
estimates Iraq’s maximum 
production capacity at 2J3m 
b/d. although Leo Drollas. 
the centre's director, said it 
probably take only four or 
five months to clear the pro- 
duction and export bottle- 
necks if money was made 
available to refurbish pipe- 
lines. storage facilities and 
specialised processing equip- 
ment. 

But diplomats say it couJd 
also take “some months" to 
work out details of the 
scheme. “It took 18 months 
for Iraq to accept the resolu- 
tion 9S6” authorising the 
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original oil-for-food plan, 
noted one diplomat. “Who 
knows bow long this might 
take.” 

Iraq's initial reaction to 
the proposal was decidedly 
cool. Officials yesterday 
attacked the idea, calling it 
an American and British 
plot “aimed at stealing more 
than 50 per cent of Iraq's oil 


resources . 

Denis HaHiday, the UN’s 
h umanitarian aid coordina- 
tor in Baghdad, said he was 
confident that an agreement 
could be reached. “I hope 
that working together with 
United Nations in New York 
and here we will work out a 
compromise which will 
reflect the recommendations 


of the secretary-general. " he 
said. 

Bnt western diplomat? 
concede that adoption of the 
new target would mark a 
dramatic expansion of direct 
UN involvement in the coun- 
try’s economy. One said It 
would be tantamount to the 
creation of a UN mandate in 
Iraq. 


Under the oil-for-food pro-, 
gramme, about one-third of 
revenues from ofl sales, is set 
aside for Gulf War repara- 
; trails and offsetting the cost 
of UN operations in . the 
country, including the work 
of the international arms 
inspectors. The latest .pro- 
posal would increase the 
value of Iraq's humanitarian 
purchases to $JL5tan every six 
..months from . £l.3bn. 
although there would also be 
a substantial increase in the 
amnimt of money av ailable 
for reparations and costs. 

Diplomats are also discuss- 
ing whether part pf the 
increased revenues could be 
used to pay off some of 
Iraq’s debts. 
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By Judy Dempsey 
in Jerusalem 

Benjamin Netanyahu, the 
Israeli prime minister, yes- 
terday allocated $68m to 
boost medical and civil 
defence in case of an Iraqi 
missile attack. 

The emergency financing 
followed days of panic by 
Israelis wbo rushed to gas 
mask centres, inquired about 
protection against chemical 
and biological weapons, arid 
checked their sealed rooms 
or shelters. 

Many recalled the 1991 
Gulf war attacks when Iraq 
fired 39 Scud missiles at 
Israel 

Mr Netanyahu, who at the 
weekend had adopted a stri- 
dent tone, warning Iraq that 


Israel was prepared for any 
attack, yesterday toned 
down his language. “We 
assess that the chance of an 
attack by Iraq against Israel 
is extremely small,” he said. 
Israel Radio said officials 
were now administering to 
the public “a multiple dose 
of tranquillisers'' to stop the 
panic.. 

Ilan Biran. director-gen- 
eral of the defence ministry, 
said intelligence assessments 
concluded that chances of an 
Iraqi attack were “extremely 
low”. 

Silvan Shalom, deputy 
defence minister, said, the 
situation now was “com- 
pletely different from 
1991... the number of mis- 
siles has been; greatly 
reduced, as well as the num- 


ber of launchers that were 
cut to a minimum, if they 
exist at all". 

Tbe lack of official reliable 
information and hysteria 
whipped up by the media 
was criticised by Joel Feld- 
schuh. president of El Al, 
the national airlines, who 
was an intelligence officer 
daring the Gulf war; 

“We are drumming up this 
panic and we are digging the 
pit into which we will fall,” 
said Mr Feldschub, a retired 
airforce brigader-general He 
feared tbe panic would dis- 
courage investors and tour- 
ists. 

Tourist groups, he added, 
had begun to cancel after 
seeing broadcasts on CNN 
showing mayhem at gas 
mask distribution centres. 


Russian 
deputies 
speak up 
for Iraq 

By Chrystia Freeland - 
In Moscow 


Russia's parliament 
yesterday urged the Kremlin 
to . break United Nations 
sanctions against Iraq if tbe 
US launches military strikes 
without UN approval 

The bellicose resolution 
reflects the Russian estab- 
lishment’s traditional sym- 
pathies for Iraq and its 
■inrrpfls in g frustration with 
America’s emergence as a 
global policeman- . 

However, the decision by 
the Duma, tbe lower house 
of the Russian parliament, 
was passed only in its first 
reading. Even if it were to 
receive final legislative 
.; approval,, it would not be 
binding on President Boris 
Yeltsin, who has final 
authority over foreign policy 
issues 

' The Duma also urged" Mr 
Yeltsin to use his Security 
Council 'veto if -Washington 
"were to request UN support 
for its actions against Iraq. 

Gennady Selezniev. the 
Co mmunis t speaker pf par- 
liament. normally consid- 
ered a moderate, struck a 
particularly incendiary note 
when he claimed Washing- 
ton had pushed the world to 
the brink of a - nuclear- holo- 
caust. .... 

“We are talking about pos- 
sible nuclear war here, 
maybe global.” Mr Selezniev 
said. “Even if it is a US pro- 
paganda move, we have a 
direct threat of nuclear 
shrike in one single country. 
This has to be stopped.” 

The Duma, dominated by 
Communists and the ultra- 
nationalist party of Vladimir 
Zhirinovsky, generally tafcps 
. .a much harder line than the 
.government or the cabinet 
on foreign policy issues. 

It is particularly exercised 
about any signs of Russia’s 
decline from its Soviet-era 
status as a super power and 
remains attached to 
Moscow's former cold war 
allies, such as Iraq. 

Yevgeny Primakov, the 
foreign minister, warned 
deputies that their resolu- 
tion had no legal weight But 
while the Kremlin and the 
foreign ministry are expec- 
ted to attack the parlia- 
ment's vote, it highlights 
Russia’s growing unease 
over US policy in the Middle 
East and its own increasing 
insignificance in interna- 
tional diplomacy. 

The Iraqi situation has 
also underscored the compli- 
cations in Russia's relations 
with the US. 

On one hand. Russia 
remains hi ghly dependent 
On. and Careful to maintain. 

its good links with Washing- 
ton. US support for Russia's 
wrenching market reforms 
has been crucial, particu- 
larly in helping to secure 
huge loans from the Interna- 
tional Monetary Fund. 

But on the other hand, as 
.Russia begins to stabilise 
after the chaotic collapse of 
communism, it has become 
increa sin gl y conscious of its 
invisibility, in global diplo- 
macy. 
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US determined to launch 
attack, says Iraqi envoy 
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By Route Khatef and 
Laura SOber at the UN 
in New York 

Iraq’s ambassador to the UN, 
Nizar Hamdoon, yesterday 
accused the US of making a 
show of diplomatic efforts to 
resolve the stand-off with 
the UN and said Washington 
was determined to launch a 
miliar y strike. 

. “The talk of a diplomatic 
solution is only to prepare 
the ground, to strengthen 
their arguments and finish 
up military preparations,” 
he said. 

Mr Hamdoon stressed that 
room remained for a diplo- 
matic solution to tiie crisis 
over access for UN weapons 
inspectors if there was a will 
to do so. 

Although Baghdad on 
Monday denied reports that 
it had agreed to Russia’s pro- 
posal to allow unrestricted 
access to eight presidential 
sites declared off limits, to 
the UN, Mr Hamdoon said 
Russian and French moves 
to avert military action were 
"serious” and still under 
way. 

“The best way of solving 
tbe crisis is through diplo- 
macy and there could be a 
diplomatic solution. But the 
feeling in Baghdad is that 



Hamdoon: ‘No one sees the 
sOent bombarment’ .ramb 

Washington and London 
want military action.” 

Mr Hamdoon said /that, 
despite US claims of support 
in the Gulf Arab , states for 
its policy,- including possible 
military action, he was per- 
sonally “pleased to hear the 
reluctance of the Saudis to 
allow tire use of their terri- 
tory for a military strike on. 
Iraq”. He also stressed that 
he was not convinced that 
France had softened its 
opposition to military action. 

For. the embattled Iraqi 
diplomat, the heart of the 
matter lies in what Iraq sees - 
as American determination 


to leave sanctions, imposed 
after Iraq invaded Kuwait in 
August, 1990, ih force until 
.President Saddam Hussein is 
removed from office. 

“If the US bias tills policy 
of no-lifting of sanctions, it 
leaves Iraq with no incen- 
tive, no hope and- this over- 
shadows . Iraq's relations 
with Unseam,” he said of the 
' UN disarmament mission 
'charged with; dismantling 
. Baghdad's weapons of mass 
destruction. 

Mr Hamdoon said this pol- 
icy was one of the main - rea- 
sons why Iraq has been 
“dubious” about the oil-for- 
food programme designed to 
ease the plight ttf Iraqi citi- 
zens under seven., years of 
crippling sanctions.. 

The Security. Council this, 
week-wiD decide whether to 
approve a ‘ proposal to 
increase to $5.2bn from $2bn. 
the amount' of oil Iraq is. 
allowed -to sell every 180 
days to buy food and medi- 
cine . Baghdad on Monday 
initia lly dismissed the pro- 
posal as a ploy, to keep sanc- 
tions in*place. /. •’ 

1 But Me ilamdoon .said the 
official position' was still 
under consideration. ! ■ 

Western diplomats know 
that the .proposed increase 
alone will -not compel Iraq to. 


allow full access for UN 

. inspectors,, including- sus- 
pected weapons sites. ■ 

Mr Hamdoon claimed' that 
barring inspectors from 
eight presidential sites was a 
matter of -national pride and 
not deceit. “What if they 
want to go into his (Presi- 
dent Saddam’s) bedroom. Ws 
bathroom, that’s not accept- 
able."' he said. 

' Iraq "believes, he said. tiiqt 
the group of international 
experts currently m ee tin g In 
Iraq to make a technical 
evaluation of Baghdad's 
progress in destroying its 
-weapons capabilities was 
crucial for ending the stand- 
off. Iraq says that if access to 
presidential sites remains 
the only outstanding obsta- 

- cle. -to -lifting sanctions: it 

- would- consider allowing 
weapons, inspectors to. The 
expert meetings however. are 
not scheduled to be end 
before the' end of the . month. 

.“It all depends on wbat 
kind of damage they, want to 
inflict," says . Mr Hamdoon. 
“I don’t personally ttlhk the 
bombing would result in 

- even one per cent of human 
casualties that the swytinns 
have caused/ The sanctions- 
are the sflent -bombardment 
Of Iraq but nnrnnp : ai^^t^ 
on the tele vise®, scre^as. M - T 
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Europe’s machine tool makers forecast strong growth 


By Peter Marsh 

An upturn tn factory investment 
across Europe plus strong demand 
from the OS will boost machine tool 
production in western Europe this 
year, confounding expectations that 
the sector might be hit by the 
economic turmoil In south-east 
Asia. 

According to internal estimates from 
Cecimo. the trade body for western 
Europe's machine tool industry, out- 
put will expand by 6*7 per cent this 
year, after growth of about 2 per cent 
last year. 

Production from Germany and Italy 


- Europe's two most important coon- 
tries for machine tool production - is 
likely to be particularly strong, with 
output expected to climb by 6 per cent 
and 8 per cent respectively. 

Sales of machine tools by European- 
based companies total Sl6bn a year, or 
just under half world production. 
Machine tools are essential production 
systems for most areas of engineering, 
with about half or production used in 
the automotive and aerospace indus- 
tries. 

Europe’s machine tool industry 
encompasses some 1,200 companies, 
mostly privately owned and employing 
fewer than 100 people. 


Of other European countries, France 
and Spain are likely to see machine 
tool output climb 7 and S per cent 
respectively, according to the Cecimo 
estimates. Only Britain of the big 
machine tool building nations Is expec- 
ted to see a reduction In output. 

In the UK, production Is likely to fall 
8 per cent, after a 2 per cent decline hi 
1907, because of the Impact on exports 
of the strong pound, together with 
reduced domestic demand linked to a 
slowing economy. 

Jean Heymans, Ceclmo’s director- 
general. said the figures Indicated die 
Industry was continuing Its recovery 
from the early 1990s recession when 


employment In the Industry fell 
sharply train about 200,000 to die cur- 
rent 100,000. Employment In the 
industry is expected this year to climb 
slightly. 

“There are grounds for optimism 
about die next year, although we will 
continue to monitor the economic situ- 
ation in Asia very carefully,” he said. 

Ceclmo’s estimates Indicate that 
tally about 5 per cent of tools 

made In wes te rn Europe are destined 
for south-east Asia, excluding Japan 
and China. These are the nations hard- 
est hit in the recent economic crisis. 

The worst that could happen, accord- 
ing to Cectmo’s estimates, is that a 


reduction In Aslan demand could art 
western Europe's machine tool growth 
this year from a “best-case" figure of 7 
per cent to just under 6 per cent. 
Cechno has had no reports to date of 
Astan customers backing out of buying 
machines they had already ordered, 
according to Mr Heymans. 

However, any slowing down In the 
pace of industrialisation In Asia could 
hit the machine tool sector In the 
future. Since machine tools are nor- 
mally ordere d some time after compa- 
nies begin a factory investment pro- 
cess, the sector would be among the 
last to be affected by any such slumps 

One factor that has helped the Euro- 


pean machin e tool industry &«* a 
spate of investment in aerospace and 
car plants across the continent, includ- 
ing new projects In eastern Europe. 
Many companies have also moved Into 
new, high-tech areas of m achine ry, 
involving precision handling systems 
or laser cutters, and this is helplng-thd 
industry’s growth, according to 
machine tool representatives. . 

However, Mr Heymans said that 
because so many of the companies fn 
the Industry were small, gaining 
finance, particularly for global expan- 
sion, could hold the Industry hack over 
the next few years. 
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Iberia signs 
$2.6bn deal 
with Airbus 


By David White In Madrid 

Airbus yesterday signed a 
preliminary *2.6bn deal to 
supply 78 aircraft to Iberia, 
its largest single European 
order. 

The deal, to replace the 
Spanish state owned carri- 
er's medium-haul fleet, was 
won after a tough eight- 
month contest with Boeing. 

It means that the Iberia 
parent airline, due to be pri- 
vatised by mld-1999. will 
eventually be using only Air- 
buses on Its domestic and 
European routes. The bulk 
of Its short and medium-haul 
fleet has up to now been 
made up of Boeing and 
McDonnell Douglas aircraft. 

But Josep Plqufi, Spanish 
industry minister, insisted 
that the choice bad nothing 
to do with Spain's participa- 
tion in the Airbus consor- 
tium in which the state-con- 
trolled aerospace 
manufacturer Casa holds a 
42 per cent stake. Iberia had 
been given “absolute free- 
dom” to choose its new air- 
craft he said. 

Jean Pierson, Airbus's out- 
going managing director, 
described the negotiations as 
"very difficult". 

The deal, said by Iberia to 
be Europe's biggest civil air- 
craft order for at least a 
decade, covers three ver- 
sions of Airbus's narrow- 
bodied airliner, the A319, 
A320 and A321, with capacity 
ranging from 126 to 187 pas- 
sengers. The airline already 
has 22 A320s. 

A final contract including 
the choice of engines, is 
expected to be signed in the 


By Michael Peel 

The world has a quarter of a 
billion child workers and 
their numbers are set to rise, 
according to an Interna- 
tional Labour Office report 
released yesterday. 

The problem is particu- 
larly severe In Africa, where 
the ILO says the number of 
child labourers could 
Increase by a quarter to 
100m by 2015. 

The report was prepared 
for a conference on child 
labour which starts tomor- 
row in Kampala, Uganda. 
The three-day meeting, 
organised jointly by the ILO 
and the Organisation of Afri- 
can Unity, will aim to 
develop a strategy to help 
children out of exploitation 
aad into education. 

Michele Jankanish, senior 
legal officer for the ILO. said 
the report revealed that pre- 
vious research based on 
household surveys had 
underestimated the number 
of child workers. “One of the 
problems of child labour Has 
been the lack of reliable sta- 
tistics,” she said. 

"If a child was going to 
school and working they 
would be counted as going to 
school. Also activities like 
girls doing housework would 
not be counted as work." 

The ILO estimates that at 
least 120m young people 
worldwide aged between five 
and 14 work full-time. 
Another 130m children do 
significant amounts of work 


spring, covering 50 firm 
orders and 26 options, for 
delivery up to 2004. 

The aircraft are to replace 
Iberia’s Boeing 727s, DC-9s, 
and old wide-bodied A 300s, 
and to cater for growing 
demand. 

Xabier de Irala, Iberia 
chairman, said a third of the 
aircraft would be bought 
outright with the remainder 
leased. The deal, valued at 
Pta400bn ($2.6bn). would 
mean the airline would be 
running fewer different 
kinds of aircraft, bringing 
savings In operating, mainte- 
nance and training costs. 
The three Airbus models 
share the same cabin and 
flight controls. 

With Spain negotiating to 
bring in British Airways and 
American Airlines as minor- 
ity shareholders in Iberia, 
the airline hoped virtually to 
double its pre-tax earnings 
this year to Pta35bn, after a 
seven-fold increase in 1997 to 
Ptal8.4bn, he said. 

In addition to the new Air- 
buses, Iberia would buy 
eight more Boeing 757s. com- 
pleting a half-fulfilled con- 
tract which it signed in 1990. 
But it planned to phase the 
aircraft out of its fleet by the 
time the last of the Airbuses 
was delivered. At the same 
time it would transfer its 
current MD-S7 aircraft to its 
domestic sister airline 
Aviaco, already operating 
the similar MD-88. 

To cope with demand, 
Iberia recently reached an 
agreement to take ll aircraft 
into its network from its 
Spanish rival Air Europa, 
complete with crews. 


in addition to going to 
school. 

The report estimates that 
41.4 per cent of African chil- 
dren aged between five and 
14 are economically active, 
compared with 21.1 per cent 
In Asia. 16.5 per cent in 
Latin America and the 
Caribbean and 10.4 per cent 
in the Pacific region. 

The ILO's work suggests 
that Just under three-quar- 
ters of child labourers work 
in agriculture, bunting, for- 
estry and fishing. 

“Much of child labour is 
hidden," said Ms J ankanis h. 
“They are spread out in 
rural areas, small work- 
shops, private enterprises 
and domestic service." 

The ILO found that pov- 
erty was the primary reason 
why African children 
worked. Children typically 
contributed between 20 and 
25 per cent of the family 
income. 

Ms Jankanish said that 
countries which had experi- 
enced high levels of eco- 
nomic growth had not seen 
any reduction In the number 
of child workers. 

Ms Jankanish said it was 
essential that African coun- 
tries addressed the issue of 
child labour before they 
industrialised. Many child 
labourers in Asia and Latin 
America were young people 
who had moved to newly 
urbanised areas where they 
no longer enjoyed the protec- 
tion of their families. 


ECGD 
outlook 
clouded 
by Asia 

By fflchael Peel 

Britain’s Export Credits 
Guarantee Department 
enjoyed a record trading sur- 
plus last year but admitted 
that the Asian financial cri- 
sis had "clouded" its predic- 
tions. 

The ECGD had global 
exposure - or potential lia- 
bilities - of £22.9bn ($38-2bn) 
at March 31 1997. China 
accounted for £2.35bn of 
exposure, Indonesia for 
£L83bn and Hong Kong for 
£lJ2lbn. 

Vivian Brown, chief execu- 
tive, said the south-east 
Asian turbulence may have 
led to a greater recognition 
that risk insurance was a 
sensible thing to take out 
He said the ECGD bad 
raised its insurance premi- 
ums for investments in sev- 

Caribbean 
anger at 
nuclear 
cargo 

By Canute James 
in Kingston 

Caribbean governments 
have warned that the 
passage through the region 
this week of a ship carrying 
nuclear waste from Europe 
to Japan is a danger to the 
area. 

But the British and 
French companies shipping 
the waste contend that it is 
safe, and that there were no 
problems with earlier 
shipments. 

The Pacific Swan, a 
UK- flag vessel built 
specifically to carry nuclear 
waste, is passing through 
the Panama Canal after 
leaving Cherbourg. France. 
10 days ago, with a cargo of 
vitrified nuclear waste. 

British Nuclear Fuels and 
Cogema of France, the 
companies making the 
shipment, said the waste 
had been packed to meet 
safety standards set by the 
International Atomic 
Energy Agency, and the 
French and Japanese 
governments. 

Prime ministers of several 
eastern Caribbean countries 
said recently they were 
opposed to the shipment of 
the waste through the 
region, as an accident could 
hit tourism, fishing and 
commercial shipping 
industries. 

The shipment has also 
been attacked by 
Greenpeace, the 

environmental lobby, which 
has questioned its safety. 

Ralph Maraj, Trinidad and 
Tobago's foreign minister, 
said: “With our Caribbean 
neighbours, we have made 
our position consistently 
clear and continue to call on 
those responsible for this 
dangerous practice to be 
sensitive to the concerns of 
the peoples of the 
Caribbean. 

“We will continue to 
object strongly to the use of 
the Caribbean Sea as a 
transshipment route.” 

The Pacific Swan had 
carried nuclear waste 
through the P anama Canal 
28 times in the past. British 
Nuclear Fuels said, tn 
rejecting the criticism. Over 
4.000 special casks 
containing unclear fuel had 
been safely transported 
between Japan and Europe 
since the 1960s in over 160 
shipments, the company 
added. 

Pacific Nuclear Transport, 
which operates the Pacific 
Swan, was “the most 
experienced company In the 
world for transporting this 
type of cargo, having 
covered 45m miles without 
a single incident resulting 
in the release of 
radioactivity," said British 
Nuclear Fuels. 
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eral countries In the region, 
including Indonesia, by up to 
10 per cent “It’s clearly a 
very uncertain and unpre- 
dictable position [in Asia]. 

"The risk of default must 
clearly have increased in a 
number of these countries, 
but so far there have been 
no claims on the ECGD.” 

Mr Brown said that more 
than 95 per cent of ECGD-in- 
sured south-east Asian 
investments were in publicly 
funded schemes. These were 
at less risk than corporate 
sector projects. 

He said: “Even if there are 
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claims we would expect the 
underlying strength of the 
economy to be such that we 
would eventually recover the 
money with interest.” 

However, many large pub- 
lic sector projects in the 
region had been delayed 
because of the crisis. They 
were likely to be postponed 
far quite some time. 

It was possible that the 
number of large-scale over- 
seas Investment projects 
would foil worldwide. 

Last year, the value of new 
schemes Insured by ECGD 
fen by 36 per cent to £2.0hn, 


largely because of a decrease 
In the number of high value 
projects. The ECGD expected 
to win about £3bn of new 
business this year. 

The EGCD was increas- 
ingly funding projects in 
areas outside Asia. It had 
invested in a number of oil 
and gas projects in Middle 
Eastern countries such as - 
Qatar n f i fl Oman. 

The ECGD, which Is gov- 
ernment funded, to 

operate on : a break-even 
basis. It paid £446m of last 
year's El.OSbn trading sur- 
plus to the UK Exchequer. 


Tom Jaffray, resource 
management director, said 
the ECGD's . surplus was 
modest compared with its 
potential liabilities. 

"We are in a very- strong 
position at the moment but 
we must be cautious about 
the future," he said. 

• Germany will continue to 
guarantee export business 
with the Asian crisis coun- 
tries at unchanged condi- 
tions, Gflnter Rexrodt, Bonn 
economics minister, said yes- 
terday, Peter Norman 
writes. He said Germany’s 
Hermes syBtem of export 


credit guarantees had 
backed business totalling 
DM25bn ($l4bn) to Indon- 
esia. Thailand, the Philip- 
pines. Malaysia and South 
Korea. Because some of the 
credits had been paid back, 
Bonn's maximum exposure 
to risk was DMi7bn, of 
which only DM2.5bn fell due 
this year and DM2bn in 1999. 

Mr Rexrodt said Hermes 
had suffered no losses from 
the Asian crisis and that 
continued cover showed 
Bonn's faith in the conn- 
tries' ability to restructure 
their economies. 
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One man shows he is in charge of the internet, but Washington plans reforms 

of the domains set to lose power 



By Louisa Kehoe ' 
in San Francisco 

F or the past few dears, the 
answer to the. question 
“Who is in charge of the 
internet?" has been quite clear 
and a matter of mounting con- 
sternation in Washington/ 

Jon Postel, a bearded, pony- 
tail-wearing computer scientist in 
southern California and one of 
the original engineers of the 
internet, is - at least for now - 
ruler of the internet • ' • J 

For some days, he has been 
conducting a "test” In which he 


has' been redirecting crucial 
“look up" messages that would 
normally go to . the central direc- 
tory of all website addresses - 
maintained by Network Solutions - 
on behalf of the.US National Sci- 
ence Foundation. 

Some of these messages - 
which make it possible for web 
uters to type in such as 

unmaji.com and arrive at their 
chosen web pages - are now iak* 
teg a different route. They ' are 
going to a computer system Mr 
Postel mtritTtaiwH at the Informa- 
tion Sciences Institute at the Uni- 
versity of Southern California. 


There. Mr Postel is in charge of 
the Internet Assigned Numbers 
Authority, which he runs on 
behalf of the Defence Depart- 
ment It co-ordinates the alloca- 
tion of numerical addresses for 
the internet worldwide - a role 
that gives him god-like control 
over the internet address system. 

When the internet was primar- 
ily a communications system for 
uni varsity researchers, nobody 
questioned his role. Indeed, he is 
held in great esteem by many 
within the internet “old guard". 

However, rapid growth in com- 
mercial use of the Internet has 


led the US government and those 
intent upon promoting electronic 
commerce to question whether so 
much power Should be vested in 
one individual with no apparent 
accountability. 

In a "green paper" published 
last week, the administration has 
proposed that the functions of 
IANA be transferred to a non- 
profit organisation to be run by a 
board representing commercial, 
international and technical inter- 
est groups. 

Mr Postel says be favours this 
move. However, his curiously 
timed "test" is viewed by some as 


more of a protest against the gov- 
ernment proposals. 

Underlying the Incidents of the 
past few days is a broad debate 
over governance of the internet. 
The government’s green paper 
outlines a gradual transfer of the 
administration of the Internet to 
the private sector. 

It proposes, for example, that 
the function of registering new 
web site addresses become a com- 
mercial activity with several reg- 
istrars in different parts of the 
world competing to provide this 
service to web site publishers. 

In response to the huge growth 


of the internet in the past two 
years, which has made it difficult 
for newcomers to find unique 
web site names that match the 
names of their businesses, the 
green paper proposes five new 
"domain’ 1 names that would add 
suffixes such as .web and .firm to 
the familiar .com and .org. 

The green paper has won broad 
support in North America. How- 
ever. it is less widely supported 
hi Europe where a different plan, 

with greater international 
involvement, is favoured by some 
Industry and government groups. 
Editorial comment. Page 13 
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spending ceili 



agreed 


By Nancy Duma . 
in Washington 

Republicans yesterday 
accused the administration 
of submitting a 1999 budget 
which violates previous 
agreements, in order to 
spend $150bn on new pro- 
grammes, while Imposing 
the highest level of federal 
taxation on the American 
people since 1945. • 

"So the era erf big govern- 
ment is over," said Senator 
Charles Grassley with heavy 
irony, “The era of talking 
about big government being 
over is over, but that’s really 
all that's over." 

Democrats said President 
Bill Clinton's budget, the 
first balanced budget to be 
submitted in 30 years, meets 
"the real, needs of the 
people", for healthcare, 
childcare, education and 


environmental protection. 

"It's a happy day," said 
Senator Ron Wyden, an Ore- 
gon- Democrat. With that, 
the usual 'budget squabble 
was under way. .Robert 
Rubin, Treasury secretary, 
and Franklin Raines, budget 
director, trooped to Capitol 
Hill for the traditional day- 
after-budget grilling. 

Mr Rubin insisted the doc- 
ument was "rooted in fiscal 
discipline, yet invests in 
areas critical to future pro- 
ductivity". He denied Repub- 
lican charges that it 
exceeded spending. ceilings 
previously agreed, saying all 
the proposed initiatives were 
"paid for" in new taxes and 
new fees and the closure of 
tax loopholes. 

Mr Raines argued that the 
budget proposed spending 
that equalled 20 per cent of 
gross domestic product the 


smallest share in 25 years. 
“We’ve reduced the deficit so 
dramatically oyer the past 
five years, we’ve.added com- 
paratively little to the total 
national debt compared at 
least to the last two adminis- 
trations, 4 ’ he said. 

Republicans did not 
declare Mr Clinton's budget 
"dead on arrival", as so 
many Democratic congresses 
did for Republican budgets. 
Mr Clinton's- proposals are 
playing too well in the polls. 

But Senator Phil Gramm 
said he wanted to take the 
proposed new spending “and 
give it back to working 
Americans to lower the tax 
burden so that it might actu- 
ally decline this year, rather 
than. rise”. However, he 
praised the balanced budget. 
“That's something we agree 
on. That Is a unity of 
national purpose,” he said. 



Rubin: faced traditional Capital Hill grilling 
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Reuters 
offshoot 
had 
direct 
HQ link 

By Richard Waters 
In New York 

T be Reuters subsidiary 
at the centre of alle- 
gations of industrial 
espionage in the US has 
been ran by long-standing 
executives from the British 
information group with a 
direct reporting line to the 
company’s directors, accord- 
ing to the company and oth- 
ers familiar with its 
operations. 

The close links between 
tbe unit and the company's 
head office, and Its strategic 
importance to Reuters' 
future, have added to the 
UK company's discomfort 
over the espionage claims 
and could add to the Hamap 
if any of the claims eventu- 
ally prove to be true. 

According to a report in 
the New York Times, federal 
tnvestigators in the US have 
spent months in an 
undercover operation trying 
to establish whether stolen 
information was passed 
from the US subsidiary to 
London-based executives of 
the company. 

The newspaper alleges 
that this went as far as mon- 
itoring visits by London 
executives to the unit, Reu- 
ters Analytics, which is 
based in Stamford, Connecti- 
cut, a city about 35 miles 
from New York. 

Reuters refused to com- 
ment on the reports, but one 
person close to the company 
said It had been unable to 
establish the existence of 
such an undercover opera- 
tion. 

The head of the unit, 
Hubert Holmes, was pnt on 
paid leave after Reuters 
learnt of the federal investi- 
gation, along with two other 
Stamford-based executives. 

Reached late last week, 
Mr Holmes said that he was 
"co-operating and helping 
with the [internal] investi- 
gation" at Reuters into alle- 
gations that the unit stole 
information from a rival, 
Bloomberg. 

Mr Holmes had followed a 
familiar career track for a 
Reuters executive, holding 
senior positions in Asia, the 
UK and the US. He was 
hired in Hong Kong at a 
time when Peter Job. now 
Reuters' chief executive, 
was the managing director 
of its Asian operations. 

“He was very close to 
Peter Job,” says one person 
who nsed to work on the 
Stamford project. Another 
person who worked with Mr 
Holmes said: “He was very 
laid back, not at all a detail- 
oriented guy." 

After a period in London 
as international marketing 
manager for fixed income 
products, Mr Holmes was 
sent to ran the Stamford 
operations after the com- 
pany acquired Capital Mar- 
kets Decision. 

That company, set up with 
the backing of Reuters by 
Stephen Levkoff, a former 
managing director of Smith 
Barney, had been formed to 
develop a product to rival 
Bloomberg, whose extensive 
database and sophisticated 
software bad enabled it to 
gain a big presence in the 
market for fixed income 
data. 

Mr Levkoff himself suf- 
fered a heart attack in the 
summer of 1993. He finally 
agreed to sever links with 
Reuters late that year. 

After moving to Stamford, 
Mr Holmes continued to 
report to David Ure, a senior 
Renters director responsible 
for new products. 

Late in 1996, the responsi- 
bility was switched to John 
Parcell, another director 
and former head of Reuters 
in the UK who had been 
given responsibility for its 
financial information prod- 
ucts. 


NEWS DIGEST 


Castro rejects 
US food plan 

Cuban President Fidel Castro has rejected 3s 
“repugnantly cynical” a proposal for tbe US to send food 
and medicine donations to Cuba while maintaining its 
long-standing economic embargo against the 
communist -ruled island. 

“Cuba is not asking for charity. . . Cuba is asking for 
an end to the blockade." Mr Castro said during a 
four-hour live television speech on Monday night 

He said the proposal announced last week by the 
Miami-based anti-Castro Cuban American National 
Foundation iCANF) was a “vulgar response" to a call 
from Pope John Paul H - made during a historic visit to 
Cuba last month - for the US to end its 36-year embargo 
against the island. 

While criticising Cuba's one-party socialist system, the 
pope also condemned “oppressive economic measures - 
unjust and ethically unacceptable - imposed from outside 
the country", a reference to the US embargo. 

Mr Castro also repeated Cuban allegations that the 
Cuban American National Foundation had organised and 
financed bomb attacks against tourist installations in 
Cuba last year. Foundation leaders have denied the 
charge. Pascal Fletcher. Havana 

■ US ECONOMIC INDEX 


Continued growth expected 

The important index of leading economic indicators was 
unchanged in December, but US economists said 
yesterday it pointed to continued growth at least through 
the early part of this year. 

The index, compiled by the Conference Board, a 
business research group, stood at IMS. unchanged from 
November. Although it fell short of the 0,1 per cent gain 
which market analysts expected, the Conference Board 
said tbe signs were still good, despite widespread concern 
that the Asia crisis will adversely affect the US economy. 

Six of tile 20 components of the index rose, including 
money supply, factory work-week and stock prices. One 
component - manufacturers' new orders of capital goods 
- fell sharply - 

‘There is little evidence of cyclical imbalances that 
would jeopardise the economy’s stability.” the Conference 
Board said. In the six months to the end of December, the 
leading index rose 0.9 per cent. The December 
measurement is being described as a "pause”. 

Tbe Commerce Department also reported yesterday that 
new home sales fell sharply in December, although 1997 
was still the best year since 1978. Spurred by strong 
labour markets and falling mortgage rates, sales of new 
single-family houses totaled 800,000, up 5.7 per cent from 
1996. Nancy Dome. Washington 

■ BRAZIL 


Trade gap ahead of target 

Brazil recorded a trade deficit of $717m in January, bigger 
than expected by the government and independent 
economists and up from $4i3m in January 1987. Imports 
in the month were worth $4.63bn and exports $3.92hn, 
according to the trade and industry ministry. 

Austerity measures introduced in October and 
November following the Asian crisis had been expected to 
help reduce imports as the economy slowed. But they 
have been slow to take effect: imports in January were 
greater than in December, when the deficit was $709m. 

Jos6 Roberto Mendonqa de Barros, economic policy 
secretary, said the trade balance would start to improve 
in February, when petroleum imports would fall and 
agricultural exports would increase with the new harvest 
The balance for 1998 would show an improvement on the 
deficit of $8£7bn recorded in 1997, with surpluses likely in 
some months. Jonathan Wheatley. S6o Paulo 

U WORLDCOM/MCI 


Jackson hits at merger 

The Rev Jesse Jackson’s Rainbow/Push Coalition, a 
pressure group for minority and low-income Americans, 
yesterday said it would oppose the planned merger of 
WorldCom and MCI Communications, arguing it would be 
financed at the expense of low-income and minority 
residential customers and did not include plans to 
eliminate discrimination. 

The coalition move is also backed by the 
Communications Workers of America. The organisations 
said they had asked the Federal Communications 
Commission, the telecoms industry regulator, to deny the 
merger on public interest grounds and the Justice 
Department to reject the merger on anti-competitive 
grounds. They have also asked the FCC to extend the 
period for comment on the merger to February 5. 

According to the coalition, the non-union WorldCom is 
the only large US telecoms company with no women or 
minorities on its 15-strong board. WorldCom officials were 
unavailable for comment. Tracy Corrigan. New York 

MICROSOFT 


States widen inquiries 

Microsoft is now the target of a co-ordinated investigation 
by antitrust regulators from 11 US states who are probing 
the software company's future product plans. 

Subpoenas issued by the state attomeys-general were 
expected to arrive at Microsoft’s headquarters yesterday. 
They demand information about marketing plans for 
Windows 98. a personal computer operating system due to 
be launched later this year. 

The states' investigation of future product plans is a 
significant expansion of Microsoft's antitrust problems 
beyond the narrower focus of 3 federal lawsuit filed by 
the Justice Department 

However, in the federal case Microsoft won a significant 
ruling in its favour when an appeals court suspended the 
activities of a “special master" or expert adviser, 
appointed by the lower court 

Microsoft had objected to the appointment of Lawrence 
Lessig, a Harvard Law professor, on procedural grounds 
and also claimed he was biased against the company. The 
appeals court will now hear arguments on the matter in 
ApriL Louise Kehoe. San Francisco 
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GTech shares tumble after libel defeat 

New Jersey to examine contract with company as Salomon Smith Barney downgrades stock outlook 


By Richard Tomkins 
in New York 

GTech shares took another 
drubbing in the US yesterday amid 
worries that the Monday’s libel 
verdict against the company in 
London would hit its chances of 
winning new contracts and renew- 
ing existing ones. 

A jury decided that Guy Snow- 
den. GTech chairman, had tried to 
bribe British entrepreneur Richard 
Branson in an attempt to make 
him drop his rival bid to run the 
UK national lottery. In the two-way 
libel action. Mr Snowden sued Mr 
Branson for making the allegation. 


National Lottery watchdog resigns 

Peter Davis, regulator of the National Lottery, has resigned, Chris 
Smith, chief minister for culture, said after meeting Mr Davis last night 
John Stoker, deputy director-general of the lottery, wtD take over Mr 
Davis's duties while a new director-general is sought The resignation of 
Mr Davis was demanded on Monday by Richard Branson, victor in the 
court libel battle with Guy Snowden, chairman of GTech. Yesterday 
several MPs also urged him to quit. 


The Virgin founder counter-sued 
Mr Snowden and GTech for calling 
him a liar. GTech is a member of 
the Camelot consortium which 
runs the lottery. 

As news of the verdict reached 


state officials responsible in the US 
for awarding lottery contracts, at 
least one GTech customer - New 
Jersey - expressed concern about 
the court case. 

The New Jersey Treasurer's 


Office said; “We are going to exam- 
ine the libel matter and examine 
our contract with GTech to deter- 
mine what options the state has 
and what actions, if any. the state 
is going to take.” 

GTech operates the New Jersey 
lottery under a five-year contract 
that began in June 1996, with an 
option to renew in 2001. 

GTech's shares were down $lft. 
or 5.4 per cent, to S27& by lunch- 
time on the New York Stock 
Exchange. That followed a fall of 
nearly 4 pm- cent the previous day. 

Yesterday's tumble partly 
reflected a decision by Salomon 
Smith Barney, an Investment bank. 


to downgrade its investment out- 
look for GTech stock from “outper- 
form'' to “neutral'*, citing damage 
to confidence in the company's 
management and the perception of 

linptViiral bUSU16SS practices. 

• The operator of Sweden's state 
lottery yesterday said it had sought 
assurances from GTech that it had 
not been involved in dubious busi- 
ness practices, Tim Burt In Stock- 
holm writes. Svenska Spel, which 
relies on GTech terminals at 4,000 
outlets, raised the issue in meet- 
ings with GTech officials in the US 
last December. 
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MPs reject citizenship for empire territories 


By Liam Halligan, 

Political Correspondent 

The remaining few 
territories in the British 
Empire should be given the 
“maximum degree of inter- 
nal self-government", a com- 
mittee of MPs said yester- 
day, while refusing to yield 
to pressure for residents of 
the territories to be granted 
British citizenship. 

The House of Commons 


foreign affairs committee 
said in an interim report 
into what are now called the 
Dependent Territories of the 
UK that extending full citi- 
zenship to all 112.000 quali- 
fying residents would 
“undoubtedly raise very 
substantial questions". 
There are 186,000 people liv- 
ing in the territories, of 
whom about 112,000 now 
bold British Dependent Ter- 
ritories Citizenship- 


The report came ahead of 
a speech today by Robin 
Cook, the foreign secretary, 
in winch he is expected to 
outline the future of the 13 
remaining territories and 
address demands from MPs 
in the governing Labour 
party for British status to be 
extended. 

He has been pressed to 
grant the same status as the 
citizens of the Falkland 
Islands and Gibraltar to 


those of Anguilla, Bermuda, 
British Antarctic Territory, 
British. Indian Ocean Terri- 
tory, British Virgin Islands, 
Cayman Islands, Mont- 
serrat. Pitcairn, St Helena, 
South Georgia and South 
Sandwich Islands, and the 
Turks and Caicos Islands. 

Donald Anderson, commit- 
tee chairman, said MPs were 

“neither for nor against" 
offering full citizenship to 
dependent territory resi- 


dents. “Having received rep- 
resentations from every ter- 
ritory, we saw their concern 
was not with some abstract 
concept of citizenship but 
related to specific difficul- 
ties like education and work 
experience," he said. 

Mr Anderson also called 
for the “pejorative" term 
"Dependent Territory" to be 
scrapped in favour of "Brit- 
ish Overseas Territories". 

The committee's report 


acknowledged that while 
Britain remained responsi- 
ble for the scattered territo- 
ries there , would be "demar- 
cation problems at the 
margins, and also straight 
differences of opinion as to 
the merits of particular 
courses of action". It said 
friction between the British 
government and the chief 
ministers of the Dependent 
Territories "should be min - 
imlsed". 


Fear of being a victim is greater than the actual risk, reports Simon Bnckby I Sports 


Bursting 
jails hide 
the real 
picture of 
violence 


The British government has 
predicted a rapid rise in the 
prison population. Forecasts 
suggest that the present 
record of 63,400 could reach 
92,600 by 2005. This will 
require, the projections say, 
up to 21 new jails. 

Such statistics on the 
prison population suggest an 
alarming image of a crime- 
ridden Britain, even though 
the country has some of the 
toughest gun laws in the 
world. 

But the expected rise 
would not be caused solely 
by rising crime. Changing 
attitudes have resulted in an 
increase in the number of 
jail sentences as opposed to 
other forms of punishment 
and in the length of sen- 
tences. 

The picture of the nation 
so beloved of former prime 
minister John Major - 
unarmed policemen cycling 
past village cricket pitches 
while decent men drink 
warm beer in the sun - is 
out of date. But have things 
changed so much that Lon- 
don is starting to copy some 
of the big cities of other 
countries, with widespread 
street robberies, burglaries 
and violence? 

US property crime, and 
even violent crime, have 
declined since 1991. Some 
academics claim London 
now has a 57 per cent higher 
burglary rate than New 
York. In Britain the crime 
rate grew steadily for 30 
years up to the late 1980s 
when it suddenly catapulted 
ahead of nearly all other 
industrialised countries. 

UK government figures 


Not so merry England 


Contact crime* 

% victim once or more, 1995 


England .Sr Wales 


Switzerland 


Netherlands 


Northern Ireland 



Concern about being atone after dark Bwgiaiy and attempt* - . . 
% JueBng a (htla ot very unsafe % victim once or more. 1995 

32% 








si 




-a- 


Average 


Source: krtematfonal Crane VfclMsaBon Sunny 


Gun laws become tougher 

• 1996 Mar 13: Thomas Hamilton, an authorised owner of 
guns, kills 16 children and their teacher in a school; at 
Dunblane In Scotland. 

• Aprs 25: Dunblane parents meet Major and demand 
tougher gun laws. 

• June 3: Firearms amnesty: until June 30 aH illegal guns 
can be banded to police without tear of prosecution pro- 
vided they have not been used in crime. 

• June 30: Amnesty ends wftfi almost 23,000 weapons' 
handed in. 

• Oct 16: Government announces gun curbs beyond 
those recommended by Dunblane inquiry, and claims the 
reforms will lead to destruction of at least 160,000 weapons 
- 80 per cent of them legally held. 

• 1997 Feb 27: John Major's government says no hand-, 
guns of any calibre can be kept at home. Only 22 calibre 
pistols can be legally held, and they must be kept at secure 
gun dubs. 

• 1998 Feb 1: Labour government begins ban on all 
handguns including .22 weapons except antiques and 
starting pistols. Government says more than £30m has been 
paid to owners who have handed over legally held guns and 
ammunition for destruction. 


'ncbidtt Wtnwwio c«m» as «*afl asbetnge vfc&n 


show that between 1990 and 
1995 total violent crimes - 
including robberies, personal 
attacks and sexual offences 
- jumped by 22 per cent 
despite the relative absence 
of firearms among criminals 
and law enforcement officers 
compared with other coun- 
tries. Burglaries continued 
to soar until 1993 before fall- 


ing 9 per cent by 1995. They 
are still higher than 1990 lev- 
els. 

The authoritative Interna- 
tional Crime Victimisation 
Survey, which compares 
people's experiences of crime 
In 11 industrialised nations, 
paints a picture of stabilis- 
ing or falling overall crime 
rates in the first half of the 


1990s in nearly all the coun- 
tries surveyed. The decline 
was fastest in the US; 
England and Wales experi- 
enced only a slowing in the 
rate of increase. 

So the facts suggest that 
for a period around the turn 
of the decade Britain became 
a more dangerous place. But 
the growth in actual crime 
has been far outstripped by a 
rise in the fear of crime. 

England and Wales now 
top the international league 
for home security devices. 
More than three quarters of 
homes have an alarm, spe- 
cial locks or grilles on win- 
dows or doors. The ICVS 
shows the English and 
Welsh to be most frightened 
of crime. More than 9 per 
cent think they are “very 
likely" to be burgled within 
the next 12 months, com- 
pared with 4.4 per cent in 
the US and 5.9 per cent in 
France. 

The UK government's 
Crime Survey shows that the 
British public has an exag- 
gerated fear of attack. Some 
78 per cent believe that one 
in three crimes involves vio- 
lence. The reality is that 
fewer than one in 10 is vio- 
lent 

The mix of rising crime in 
the late 1980s and early 
1990s, together with faster 


growth in the fear of crime, 
has tarnished Britain's repu- 
tation far safety and secu- 
rity. 

The previous Conservative 
government responded to 
the public’s concern at the 
rising crime rate with a firm 
pledge to lock up more crim- 
inals; its mantra was "prison 
works". Jails were suddenly 
bursting with two or even 
three inmates held In cells 
made for one. 

The custody rate - the 
proportion of those found 
guilty who are then sent to 
prison - rose from 44 per 
cent to 60 per cent between 
1992 and 1996, as courts 
responded to politicians' 
demands for tougher sen- 
tences. The length of the 
average adult sentence was 
increased from 21 mouths to 
23 A. 

The current Labour gov- 
ernment has also made law 
and order a priority. To com- 
bat the visible signs of crime 
- and reduce fear - the gov- 
ernment is focusing atten- 
tion on public order. 

Although such measures 
will not reduce the prison 
population they should help 
bring public perception into 
line with the reality that 
Britain is no more frighten- 
ing than most comparable 
European nations. 


Forecast of CJD epidemic is reduced 


By Alison Maitland 
in London 

The incidence of “new 
variant" Creutzfeldt- Jakob 
Disease suggests that 100 to 
1,500 people will be affected 
rather than the tens of thou- 
sands once feared, the gov- 
ernment's chief adviser on 
the disease said yesterday. 

At the same time, BSE or 
“mad cow disease" is fast 
disappearing in the UK. said 
Professor Sir John Pattison, 
chairman of the Spongiform 
Encephalopathy Advisory 
Committee fSeac). 


“I hope and believe that 
1998 will be the turn around 
year Tor BSE; at the end of 
1997 we got to the very bot- 
tom of the problem," he said. 
He added that there was no 
threat to human health from 
beef and its products. 

His comments on the two 
linked brain diseases were 
made to the annual meeting 
of the National Farmers' 
Union of England and Wales 
in London. 

The 10 cases of nvCJD last 
year, the same number as in 
1996. indicated that the incu- 
bation period of the fatal dis- 


ease was probably 10 to 15 
years rather than 20 to 25 
years, he said. 

This suggested that the 
number of cases would be in 
hundreds rather than 80,000 
or even 500,000 as once pre- 
dicted. 

Prof Pattison said some of 
his colleagues on Seac took a 
more cautious view, and he 
stressed that the numbers 
would inevitably be serious. 
“Don’t forget that this is a 
dreadful and uniformly fatal 
disease." However, it was 
likely the epidemic would be 
relatively small. 


He said the public also 
appeared less worried about 
the dangers of BSE a 
year ago, pointing to con- 
sumers asking for beef on 
the bone in defiance of the 
government's ban. 

The projected number of 
BSE cases is 1.741 this year. 
641 next year, 235 in 3000 and 
89 in 2001. At its peak in 
1992, there were 36,682 cases. 
“These predictions have 
been very accurate in the 
past. I have no reason to 
believe they will not con- 
tinue to be." 

• Sir David Naish. retiring 


NFU president, told the 
meeting agriculture desper- 
ately needed a single Euro- 
pean currency. It would end 
the dramatic swings in ster- 
ling that have left agricul- 
ture in serious difficulties. 

Acknowledging that this 
would upset some farmers 
opposed to monetary union, 
be said there was no alterna- 
tive to joining “at the right 
rate and at an early date." 

He said government Inde- 
cisiveness over joining had 
hit farmers badly because it 
had led to continued upward 
pressure on the pound. 


sponsors 
pay out 
extra 7% 


By Patrick Harvarson 
in London • • - 

The value of sports 
sponsorship deals in the UK 
grew 7 per cent last year to 
£321.6m ($537. lm) despite a 
drop in the number of con- 
tracts with cigarette manu- 
facturers. official figures 
showed yesterday; 

But the government's 
effort to persuade the indus- 
try to avoid taking money 
from companies whose prod- 
ucts might harm consumers’ 
health was undermined by 
the news that the dr inks 
industry remains sport's big- 
gest backer. 

Of the record 995 sponsor- 
ship 'deals recorded last year, 
163 - 16 per cent - involved 
drinks companies, izududing 
many which promote some 
of the best known beer and 
spirits brands. 

The motor industry was 
the second biggest backer, 
followed by the sportswear 
sector and banking and 
finance, which aB reported a 
growing Involvement. The 
number of deals with 
tobacco companies declined 
from 34 to 29. 

The Department of Cul- 
ture, Media and Sport reiter- 
ated its promise that the 
government would . help 
sports replace tobacco, spon- 
sorship. Under recent legisla- 
tion, supported by the Euro- 
pean Commission, 
sponsorship of sport by 
tobacco companies will be 
banned in five years. But a 
few sports, such as Formula 
One motor racing, will be 
given an additional two 
years to attract new spon- 
sors. 

Although it has ruled out 
providing financial support 
to help make up the short- 
fell, the government Intends 
to set up a special industry . 
group containing five or six 
prominent figures from the 
world of sport mid business 
who will work with individ- 
ual sports to find new spon- 
sors. The members of the 
group should be announced 
in coming months. - 

The growing popularity of - 
sport among companies was . 
underlined yesterday when 
the Rugby League authori- 
ties announced , they had 
signed a two-year sponsor- 
ship deal for the Super' 
League with JJB Sports, the 
sports goods retailer. 

The deal, which is believed 
to be worth £1.3m-£1.5zn. 
replaces a previous contract 
with Bass, the .brewing 
group, which pulled out of 
sponsoring rugby league's 
premier competition late last 
year. 


West Africa ‘enters premier league of crime’ 


By Jimmy Bums In London 

West Africa has entered the "big league" in 
organised crime ranging from financial 
fraud to drugs, a top police officer warned 
yesterday. 

John Abbot, director general of tbe 
National Criminal Intelligence Service, said: 
"These criminals are heavily involved in 
exploiting individuals, companies and gov- 
ernments all over the world." 

He was speaking at the official launch of 
a new law enforcement unit The office - to 
operate under the umbrella of NC1S - will 


co-ordinate intelligence, investigation and 
prosecution by UK police. Customs officers, 
security services and the Foreign Office. It 
will have a specific focus of West Africa. 

According to conservative police intelli- 
gence estimates, fraud commited by West 
African criminals iu the UK last year 
included boosing and social security bene- 
fits transactions. It was estimated at £3.5bn 
(S5.Sbn) last year with the activity spread- 
ing internationally. 

One of the most common activities, a 
favourite of Nigerian fraudsters, is so-called 
advance-free fraud, in which individuals or 


companies are drawn into bogus transac- 
tions in letters purportedly signed by local 
government or banking officials. 

Last year, 68.000 snob letters were handed 
in by the public to the UK police compared 
with 52,000 in 1996 and 28.000 In 1996. 

Police officers say these figures reflect a 
growing awareness by the public and an 
acceleration in the activities of the fraud- 
sters. Currently about 10 per cent of the 
letters in circulation are thought to involve 
initial transactions, with about 1 per cent 
resulting in a heavy loss to the company or 
the individual. 


Although officially announced yesterday, 
the unit has been undergoing a "develop- 
ment phase" since October 1907. 

It is understood to have already 
intercepted one case involving an unnamed 
British company and a bogus contract 
worth £98m in Nigeria, for which the com- 
pany was originally persuaded to pay 

£25,000. 

Others results achieved by NCIS since 
October include 25 arrests, the recovery of 
26kg of cocaine and the interception of five 
fraudulent cheques with a total face value 
of S544m. 
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Irish premier in 
terror warning 

Bertie Ahem, prime minis ter of the Republic c£ I reland , 
yesterday named that "freelance” terrorists were threat- 
ening the Northern Ireland peace process. He also voiced 
concern about an anti-Protestant backlash in the republic 
following killing s of Roman Catholics in Northern Ireland 
by the breakaway Loyalist Volunteer Force. The LVF 
rejects the ceasefire observed since 1994 by big ger a nti- 
republican paramilitary groups. Mr Ahern's statement in 
tbe D&iL the republic’s parliament, comes ami d growing 
confusion about the latest bout of sectarian threats in bor- 
der areas. Mr Ahem said there bad been warnings from 
“known as well as unknown organisations’’. He said: 
“Apparently, there are a number of younger members of 
these organisations who are freelancing to quite an extent 
- and that is a cancan.” 

In border areas yesterday, Protestants working for the 
environment ministry in Northern Ireland refused to salt 
roads because of threats, while police in the republic 
moved to reassure isolated Protestants after threats 
from an organisation calling itself the Catholic Reaction 
Force. John Murray Brown 

■ MINIMUM WAGE PROPOSAL 

Armed forces to be exempt 

Margaret Beckett, the chief industry minis ter, has been 
forced into an embarrassing U-turn by agreeing to exempt 
the armed forces from the government's planned national 
minimum wage. Tbe cMmhdown represents a victory for 
George Robertson, the chief defence minister. Mrs Beckett 
and Tan McGartney, the . minis ter responsible for the mini- 
mum wage, had tncictad that excluding the forces was 
unnecessary and could open the floodgates to Other 
demands for exemptions. The concession was seized on by 
John Redwood, the opposition Conservative party's indus- 
try spokesman, who has frequently predicted that the 
government would be forced to water down the measure. 
He said yesterday. “Why does Mrs Beckett think that the 
only group in the country who should not be covered by 
the minimum wage are our brave forces?” Critics suggest 
the Minis try of Defence is concerned because infantry pri- 
vates earn close to £350 an hour, widely seen as the low- 
est likely level for the minimum wage. David Wighton 

■ UNEMPLOYMENT 

New measure to be adopted 


!J — The government yesterday 

lH€ PERNTTICW OF j announced that it would 
WEWfttfj’MSJT MV adopt anew monthly mea- 

HMt BUT sure of unemployment, 

THE JJQFfNfTICN Of using an international 

'BONE IDLE 1 ftASNT 7 standard for UK labour 

~]f market statistics. The 

. . move comes after years of 
criticism by the governing 
. — _• ' Labour party while in 

"N opposition that the previ- 

w/t I ous measure - those unem- 

t ■ ployed and claiming bene- 
A a vi fits -had been 

ff\ I manipulated and did not 

\ 1 1 give the true level of unem- 

} ployment. From April, the 

HUEP Office for National Statis- 

tics will publish unemploy- 
ment figures from its - 

Labour Force Survey every month, using standard inter- 
national definitions of unem p loyment The ONS currently 
publishes the survey every three months. The claimant - 
count will continue to be published alongside the monthly 
survey. The survey involves 60,000 households, asks indi- 
viduals directly whether they have looked for a job in the 
last month and if they are able to start work in the next 
two weeks. But the two measures show widely differing 
estimates of the labour market. The most recent LFS sur- 
vey, conducted In the autumn and published last month, 
found the unemployment rate was 6.6 per cent The 
December claimant count’s proportion of the workforce 
was just 5 per cent The new measure puts total unem- 
ployment at UMm, while the latest count total 

was L41m. The old measure particularly understates the 
number of unemployed women. - Richard Adams 

■ CHANNEL TUNNEL RAIL PROJECT 

Regulator resists link concessions 

Rafltrack would have to improve its investment pro- 
gramme to win any concessions from John Swift the 
industry regulator; ; in return for rescuing the Channel 
tunnel rail link, it emerged yesterday. The company is the 
privatised owner of most track in tbe UK. Mr-Swift is 
understood to oppose to any attempt to “bounce" him into 
granting favours to Rail track and would expect any dwai 
to emerge from the two-year review he Rag just begun 
into the way the company levies track access charges: 
Rafltrack wants to take over the construction and opera- 
tion of the 110km link between London and the riharmai 
tunnel following the collapse last week of the original 
£5-4bn ($9bnj scheme promoted by London & Contin ental 
Railways. The regulator has frequently criticised Rail- 
track for felling to maintain the pace, of its £l6bn 10-year . 
investment programme. Oiaries Batchelor 

■ TRAIN LEASING . / 

Rethink cm rolling stock contracts 

John Swift, the rail regulator, is to consider whether 
existing rolling stock leasing contracts, should be revised 
as Part of a review of tbe rail leasing market launched 
yesterday. Reopening, existing contracts, which run for up 
to seven years, would affect the three rolling stock leas ing 
companies or “roscos." They have tended to assume that 
any tight ening , of legislation would only apply to new con- 
tracts. Mr Swift is co n sidering Introducing controls on the 
roscoe, which supply rolling stock to the privatised train 
operating companies, if they are found to be abusing their 
market power. The roscos’ activities are covered by gen- 
eral UK competition-legislation. Charles Batchelor 

■ CHINOOK CRASH .. . . : 

Former officer calls for inquiry 

A former Chinook squadron leader in the Royal Air Force 
has called for a new inquiry into the 1994 Chinook heli- 
copter crash in which 25 intelligence experts died in Scot- 
land. Bob Burke, an experienced pilot, said yesterday he 
had been ordered not to share his expertise with the 
RAFs Investigation into the the crash - which blamed 
the two dead pilots. • LiamHaUigan 
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ARTS 


I s it a pig? fa it a potato? No, 
it is "blackdephanthouse" - 
~ the enormous, curvy, 
blobby, organic, sctoptare 
that Los Angeles artistPeter 
Shelton is completing at the . 
Henry Moore Studio at Dean 
Clough, Halifax, where he Is 
visiting artist Nicknamed “Big 
Pink”, the piece has come a long 
way from Malibu. There," . 
Shelton's studio, a factory-sized 
space where assistants whiz 
aroimd in lift -trucks, is set in a 
canyon among rolling hiRs 
While drinking coffee in 
Shelton's home next door, 
floor-to-ceiling plate glass 
windows allow the visitor to 
admire the horses coralled on 
the slope below. 

Looking around the studio, the 
variety of work is striking. Casts 
for a show in preparation for the 
Irish Museum of Modern Art - 
represent an anthology of his 
work of the past decade: 1S3 
elements resembling every sort 
of body part - arms, legs, hands, 
feet - are clustered together, like 
votive offerings to a saint known- 
to cure bodily ills. As an qrt 
student in the 1070s, Shelton 
often felt constricted by . . 
mi nimalism, the doctrine of the 
time. He has described his 
progress since then as a long 
journey bade to the exploration, 
of natural form. 


Artists drawn to Los Angeles 

Lynn MacRitchie finds inspiration in the founding homeland of pop culture 


The expansiveness and variety 
of Shelton's work would be 
unusual in a European or even a 
New York, context, but it is 
typical of the todfrrtdnality that 
is the single characteristic 
shared by artists who live «nd 

work in Los Angeles. 

In the spotlight of New York, 
the pressures of the art market 
are inescapable. In LA, artists, 
stm have time to grow. “LA is a 
rity which leavesyou alone," 
observes Peter. Goulds, IA 
Louver gallery founder, who 
came to Los Angeles from 
London 26 years ago. 

European ideas of Dada and 
Surrealism were brought to LA . 
by. wartime exiles including 
Marcel Duchamp and Man Bay, 
be explained, and were quickly 
understood and absorbed by 
local collectors such a$ Walter 
Arensberg, patron of Duchamp. 
Subsequently, local American 
artists such as Wallace Berman 
.and Edward Kienholz were 
influential figures in the Beat 
movement.- 

Forty years later, when artists 


are ever more restricted by the 
demands of dealers and clients, 
LA still offers them room to he 
themselves. 

One of the LA Louver gallery’s 
most distinguished artists is 
David Hockney, another 
long-time British extie. Hockney 
has been famously inspired by 
the physical look of LA - 
inch! ding his own house with its 
lush garden and much-painted 
swimming pool, and latterly the 
landscapes of the desert and 
canyons that surround the city. 

Back downtown, a metal door 
in a small nondescript brick 
building opens on to his vast 
working studio. When I visited 
it, Hockney and his assistants 
were preparing for the 
retrospective of his photoworks 
now at the Ludwig Museum in 
Cologne. His beloved dachshunds 
trotting at his feet, the artist 
hurried in. affable and excited 
about his new work. He waved 
his arm towards a huge photo 
piece taking shape on the studio 
wall. 

“Tin calling it ‘Husbandry in 


the West Riding,' " he told me, 
gating happily at the colour 
laser blow-ups of 60 ofhis photos 
of the Yorkshire countryside. He 
recalled as a teenager stooking 
corn on the hills now worked by 
the huge combine harvesters he 
has photographed. He considers 
them “just as romantic. They’re 
like huge insects, laying their 
eggs on the field . . 

Hockney's long exile in Los 
Angeles has not dimmed the 
sharpness of his observation of 
his beloved Yorkshire. The 
county also features in a new 
series of paintings, currently on 
exhibition there at Salts Mill 
near Shipley, their colours as 
intense as if flooded in Los 
Angeles’ light. 

Tm going back to painting," 
Hockney observed. “A painting 
is a real object which can be 
carried about ... all this 
technology is all very well, but 
painting takes time, and time is 
what really matters . . ." 

Since Hockney made his home 
there in the 1960s, the LA art 
scene has changed. It used to be 


that an artist wishing to get on 
had no choice but to go to New 
York. Now, some of the most 
influential figures on the US and 
international art edreuii, 
including Bill Viola. Chris 
Burden, Charles Ray, Mike 
Kelley and Paul McCarthy, are 
all based in LA. Peter Sellars, 
the theatre director, moved to 
LA, he told me, “because Bill 
Viola lives there, and if art that 
good is done there, that’s where 
I want to be". 

O ne of LA’s strongest 
points continues to be 
its art schools. Cal 
Arts, the Art Centre at 
Pasadena, the Ottis Art Institute 
and UCLA. During the 1970s, 
with little or no infrastructure of 
museums and galleries. Cal Arts 
was the hub of the art scene. 
Mike Kelley, among others, 
studied there. 

Knight, then a curator at the 
Museum of Contemporary Art in 
San Diego, put on Kelley's first 
performance, in 1979. 

“I could see he would define 


the nest generation of artists - 1 
don't know if anyone has felt 
like that about an artist from LA 
before." Significantly, when 
Kelley graduated from Cal Arts, 
be did not leave town. He is still 
there, settled in a small house in 
East LA, a part of town that 
taxi drivers do not like to come 
to. 

Kelley's breakthrough shows 
were in Germany and at the ICA 
and Hayward Galleries in 
London in the early 1990s. His 
work explores the tatty detritus 
of teen angst - toys, pennants, 
clothes, school badges - both on 
their own and in powerful 
installations and performances. 
They have opened up a range of 
subject matter that has 
influenced a new generation, 
including the much vaunted 
young artists of Britain. 

Why did be think his work had 
had such a powerful influence? 
“Now that the avant garde is 
dead." he replied, “the teenager 
is the last rebel.** 

Knight confirmed there were 
now “about 60 galleries I keep 


my eye on in LA. about five 
times as many as anywhere else 
except New York". 

As well as this local interest, 
there is also "huge interest In 
Europe in LA artists”. His 
explanation for this is worth 
pondering. “Lately, Europe has 
been set adrift, has lost its sense 
of identity. Oddly enough, the 
one place everyone looks to is 
pop culture: that has become the 
one thing everyone shares - and 
tbe rounding homeland of that is 
LA- Los Angeles has become the 
common root or so much of the 
world, and artists are conscious 
of this mass cultural 
experience . . 

Or as Mike Kelley put it: “All 
art is pop art now." 

"blackelephanthouse” Henry 
Moore Studio, Dean Clough. 
Halifax. Studio visits until 23 
May (0113 234 3158). 

“godspipes". Irish Museum of 
Modern Art. Royal Hospital, 

Kil maintain, Dublin. March 5 - 
June 14 (353 1 612 9900). David 
Hockney photo retrospective, 
Ludwig Museum, 
Bischofsgarteustrasse 1, 

Cologne, until March 18 (49 
10)221 22123701. Yorkshire 
landscape paintings, Saits Mill. 
Victoria Road, Saitaire, Near 
Shipley, until the end of March 
(0L2 74 531163). 


Opera/ Richard Fairman 






T here is nothing like 
a new production of 
Wagner^s Ring to 
bring out the. pow- 
ere-that-be in the world of 
opera. The audience for Die 
Walkiire at the Muziekthea- 
ter in Amsterdam on Satur- 
day was like a roH-call of tbe 
most influential operatic 
bosses from arourtd Europe. . 

Some may have come 
because they wanted to hear 
a specific member of the 
cast, but in general there, 
will have been a desire to 
size up what the opposition 
is doing - in aJriendly. way^ 
of course. The combination 
of musical and dramatic 
challenges presented by each 
of the four Ring operas 
means that a company has 
to be on its metaL No better 
opportunity comes round to 
judge its present standard 
and a successful production 
can set a benchmark for 
everybody else.. - - ■ - 
Amsterdam’s new Ring is 
being assembled over 'the 
course of a year. Das ffliem- 
gold. unveiled in September 
last year, suggested it would 
be a technological Ring, foil 
of expensive stage gadgets, 
but short on human feeling. 
Die Walkiire , the second 
instalment, has now fol- 
lowed with a small shift in 
emphasis: there was less 
state-of-the-art technical 
trickery, but that only laid 
bare more clearly the lack of 
engagement- with tbe heart 
and soul of the opera. . 

The look of it is certainly' 
striking. Pierre Audi, artistic 
director of the Netherlands 
Opera and producer of this 
cycle, has his eye on a Ring 
for the 2 lst century. In this 
high-tech world a vast circu- 
lar platform swirls around 
from the rear wall of the 
stage out across the orches- 
tra pit. Two rows of the audi- 
ence sit in danger seats, 
hanging from the ceiling, 
while tbe orchestra is 
squashed into a cut-away 
section of the acting area to 
mid-stage surrounded by the 
drama. 


Either that is a meaning- 
ful idea an Audi’s part, or 
somebody decided that the 
orchestra would sound bet- 
ter there, given the Muziek- 
th eater's problem acoustics. 
Unfortunately, Hartmnt 
Haenchen is hot the comduc*. 
tor to capitalise on the 
warmer sound (wind still 
rather recessed, strings with 
a nice bloom despite the lack 
of elbow-room) that he could 
get from the : Netherlands 
Philharmonic to Its make: 
shift pit. The performance, 
was pedestrian and, what is 
more,, limped along at some 
slowish walking speeds. 

A udi’s mostly sensi- 
ble production con- 
tents Itself with set- 
ting a serious tone 
and does little else, except 
mark the conclusion tb ; each 
act with a coup de the&tre. 
Most bizarre was the end of 
the first act, when what 
looked like a railway shed 
went r unning off down the 
tracks, hotly ' pursued ’-'by 
Siegmund and Sieglinde as if 
they had just missed the last 
train to Valhalla. The Ride 
of the Valkyries- was accom- 
panied by some spectacular 
fire effects,, but then there 
were no flames at all for the 
final scene, when a mil of 
fire is exactly what is called 
for. 

In between, some of his 
cast would certainly have 
benefited from more intru- 
sive directorial help. John 
Brficheler as Wotan has a 
decent grip on the character 
and sings acceptably, but 
lacks the stature for the role 
It would take more of a per- 
sonality to carry off a Wotan 
with a pigtail. His Fricka, 
Relnhild Runkel, has been 
deprived of Preia’s youth- 
endowing apples and has 
turned Into a white-haired 
old crone since Rheingold, 
though she gets a good grip 
on the words. 

John Keyes made a bari- 
tonaL straightforward Sieg- 
mund and Nadine Secunde. 
more effortful vocally than 



Jeannine Artmeyer as Brunnhilde in Pierre Audi’s new production of ‘Die WaJkOre’ 


of old. a gutsy Sieglinde. She 
might with benefit have 
swapped roles with the still 
youthful-sounding and lyri- 
cal Jeannine Altmeyer, 
whose stamina ran out 
before Brfinnhilde’s role 
reached its climax. With 
Kurt Rydl as a vicious Hund- 
tog and a lively posse of Val- 


kyries, this was a cast that 
had the potential to deliver a 
more interesting and moving 
performance than we were 
actually given. 

The Netherlands Opera 
has some good constituent 
parts to its unfolding Ring - 
an able orchestra, a number 
of respected Wagnerian 


voices and, most important, 
the financial means to 
achieve its ends - but no 
single participant seems to 
have any strong message to 
put across. The suspicion 
lingers that the company is 
climbing this operatic peak 
simply because - like Ever- 
est - it is there. 


Disorder in the House 

The Royal Opera is at an all-time low in the 
public esteem. Andrew Clark explains why 


S ix years ago. Nicho- 
las Payne turned 
down the job of gen- 
eral director of 
English National Opera, pre- 
ferring instead to go to 
Co vent Garden as director of 
opera. On Monday the offer 

ramp up agnin. and this lim p 

he accepted. His decision 
reflects his growing disillu- 
sionment with the Royal 
Opera House, which he 
joined in the hope of eventu- 
ally succeeding Jeremy 
Isaacs as general administra- 
tor. 

It leaves the ROH in a 
bizarre situation. The newly- 
appointed board chairman. 
Sir Colin Southgate, knows 
little about opera or dance, 
but is expected to play a key 
role to relaunching one of 
the world's great companies. 
His chief executive, Mary 
Allen, had no experience of 
running a major performing 
arts organisation before her 
arrival last September. The 
company is at an all-time 
low in public esteem, and its 
finances are so parlous that 
it i s not able to issue singers’ 
contracts for the summer. 
No wonder Payne decided to 
jump ship. 

He was twice overlooked 
as chief executive at Covent 
Garden - first to favour of 
Genista McIntosh 18 months 
ago, then Mary Allen last 
year - because the board did 
not think he was a good 
enough administrator. He 
now has the opportunity to 
prove them wrong. Although 
ENO's financial plight is 
almost as serious as Covent 
Garden's, Payne will be join- 
ing a company with a strong 
management structure, a 
clear artistic profile and a 
popular mandate - none of 
which Covent Garden 
enjoys. He will resume his 
collaboration with Paul Dan- 
iel, ENO’s music director, 
with whom he worked so 
fruitfully at Opera North in 
the early 1990s. Most impor- 
tant of all. he will have com- 
plete executive responsibil- 
ity. At Covent Garden, his 
duties were confined to pro- 
gramming and casting. 


Since Allen's arrival, there 
has been criticism of the 
apparent under-the-table 
manner of her appointment, 
and Payne's departure 
leaves her more exposed 
chan ever. It also lays bare 
the ROM’s arcane and over- 
crowded management struc- 
ture. 

The separation of artistic 
and administrative author- 
ity, with the latter para- 
mount. is an anomaly which 
no other major opera house 
would tolerate. It encourages 
board members to interfere 
in day-to-day management - 
an opportunity the ousted 
chairman. Lord Chadlington. 
and wealthy fund-raiser 
Vivien Duffield are accused 
of exploiting. 

T he result is that 
no one knows 
who is in charge. 
Until the ROH 
has a chief execu- 
tive with artistic authority, 
no amount of independent 
panels or New Labour direc- 
tives will give it the credibil- 
ity it desperately needs. An 
opera house is not an admin- 
istrative structure divorced 
from what goes on stage: it 
is a living, breathing organ- 
ism in which artists perform 
to the highest possible stan- 
dard for an interested public. 
You cannot run such an 
institution unless you have 
artistic responsibility. That 
is why Allen’s position is 
untenable. 

Look at Peter Jonas in 
Munich, Hugues Gall in 
Paris, loan Holender in 
Vienna, GQtz Friedrich and 
Daniel Barenboim in Berlin; 
all have ballet companies 
under their wing, all have 
strong administrative teams 
- but all bear ultimate 
responsibility for what hap- 
pens in their theatre. 

At the ROH, by contrast, 
there are three boards, two 
artistic directors with com- 
peting and often conflicting 
interests, a passive music 
director and a chief execu- 
tive wbo would not know 
how to cast La boh&me. 
Given the ROfTs continuing 


financial problems and 
Allen’s skilful moves to con- 
solidate her position, it is 
hard to see how anyone but 
a cipher would want Payne's 
job. 

Under David Webster and 
John Tooley, the ROH's first 
two general directors, there 
was no division of responsi- 
bility. Both knew bow to run 
a theatre, and both knew a 
crotchet from a hatchet On 
the recommendation of the 
1983 Priestley report Tooley 
reluctantly created the post 
of opera director, but contin- 
ued to run the show. The 
role of opera director grew 
under Isaacs, but it was only 
after Chadlington became 
chairman and Isaacs stepped 
down, that the top job was 
renamed chief executive, 
with no artistic responsibil- 
ity. It meant that in any con- 
flict between administrative 
and artistic priorities, 
Chadlington had the final 
say. And when Alien, Chad- 
lington’s friend and former 
Arts Council colleague, was 
hastily appointed last year, 
the lines of authority 
became even murkier. 

Payne's departure means 
the board is more dependent 
than ever on Allen to sort 
out the ROH's political and 
financial problems. While 
she is doing so, the only real- 
istic way forward is to can- 
cel next season's projects, 
close down the company and 
appoint a small planning 
team to organise the re- 
opening of Covent Garden in 
December 1999. That would 
give tbe board time to find a 
major figure, untainted by 
the failures of the past 18 
months and capable of tak- 
ing tbe ROH into the next 
century. 

But with a board chairman 
who does not want his opera- 
going downgraded by people 
to “shorts and smelly train- 
ers”, and a chief executive 
who sits on the very panel, 
led by Sir Richard Eyre, 
which is supposed to be com- 
ing up with a solution to the 
mess, who will lay bets on a 
change of culture at Covent 
Garden? 


International;, 



g llll 

■ AMSTERDAM 

EXHIBITIONS 
Stedelijk Museum 

Tel: 31-20-5732911 

www.stedeiijk.nl 

Stuart Davis {1892-1964): survey 
of work by American painter 
often seen as a link between 
American modernism, abstract 
expressionism and Pop Art 
Dgeplv impressed by the painters 
of the European avant-garde, 
Davis was also influenced by 
Afro-American jazz, and matte 
his mark with a series of still Ides 
on the theme of tobacco; to 
Mar 29 

OPERA 

Netherlands Opera, net 

MuzieWheater 

Tel: 31-20-551 8911 

Die Walkure; by Wagner. New 

production conducted by - 

Hartmut Haenchen in a- staging 

by Pierre Au di; Feb 4.7 . , 

H BARCELONA 

exhibitions 


Fundacid Joan Mir6 
Tet 34-3-329 1903 
www'.bcn. fjmiro. es 
i fra Lou: The Back Yard. 
Installation by th8 American 
artist, which critically recreates 
die typical American garden; to 
Mar 15 


■ BERLIN 

CONCERTS 

PhUharmonie 

Tel: 49-36-2548 8354 

Berlin Philharmonic Orchestra: 

conducted by James Levine in 

works by Webern, Messiaen and 

Brahms; Feb 4, 5, 6 


■ BRUSSELS 

OPERA 

La Mortnaie 

Tel: 32-2-229 1211 

El Amor Brujo/La Vida Breve: by 

Manuel de Falla Both .works are 

staged by Herbert Wernicke and 

conducted by Mark Stringer; Feb 

4,5 


■ CHICAGO 

CONCERTS 
Orchestra Haft 

Tel: 1-312-294-3000 
www.chkagosywphony.org 
Chicago Symphony Orchestra: 
conducted by Daniel Barenboim 
In works by Beethoven, Carter 
and Tchaikovsky: Feb 5, 6, 7, 10 

■ GLASGOW 

OPERA 
Theatre Royal 

Tel: 44-141-332 9000 
Scottish Opera:. Cos? fan tutte: by 


Mozart New production by 
Stewart Laing, conducted by 
Nicholas McGegan; Feb 5. 7 . 


m HELSINKI 

OPERA 

Finnish National Opera 

Tel: 358-9-4030 2211 
Come back, Gabriel: world 
premiere of (Ikka Kuusisto's new 
work based on the true story of a 
confidence trickster who preyed 
on lonely women. Conducted by 
the composer in a staging by 
Jussi Tapola, with designs by 
Anna Kbntek; Feb 6 


■ LONDON 

EXHIBITIONS 
National Portrait Gallery 

Tel: 44-171-3060055 
High Society: Edwardian 
Photographs. A collection of 
studio portraits, reprinted from a 
recently rediscovered cache of 
original negatives. Subjects 
include Lloyd George, Winston 
Churchill and Lillie Langtry; to 
Jun 21 

Tate Gallery 

Tel: 44-171-887 8000 
Per Kirkeby (b. 1933): continuing 
the series of contemporary 
sculpture displays, this exhibition 
includes paintings, sculptures 
and a specially constructed brick 
structure by the Danish artist; to 
May 28 

OPERA 

English National Opera, 

London Coliseum 
Tel: 44-171-632 8300 
• Eugene Onegin: by 


Tchaikovsky. Conducted by 
Michael Lloyd in a staging by 
Julia Hollander Feb 4 
• The Magic Flute: by Mozart. 
Conducted by Christopher 
Moulds in a staging by Nicholas 
Hytner, revived by David Ritch; 
Feb 5 


■ LOS ANGELES 

CONCERTS 

Dorothy Chandler Pavfbon 
Tet 1-213-365 3500 
Los Angeles Philharmonic: 
conducted by Mark Wigglesworth 
In works by Brahms and 
Beethoven. With piano soloist 
Stephen Ko vecevich; Feb 5, 7. 8 


■ MANCHESTER 

CONCERTS 
Bridgewater Hall 

Tel: 44-161-907 9000 
Halle Orchestra: conducted by 
Kent Nagano in works by Britten, 
including his Double Concerto, 
With viola soloist Yuri Bashm&t 
and violin Gidon Kremer; Feb 5 


■ MILAN 

OPERA 

Teatro a Ha ScaJa 

Tel: 39-2-88791 
www.lascafa.mitano.lt 
Die Zauberftote: by Mozart. 
Conducted by Riccardo Muti in a 
staging by Roberto De 
Simone;Feb 5, 7, 10 


■ MUNICH 

EXHIBITION 
Haus der Kunst 

Tel: 49-89-511270 


Symbolism in England 
1860-1910: previously seen in 
London's Tate Gallery, this show 
presents work by British 
pre-Raphael ttes alongside that of 
their European contemporaries. 
Includes works by Rossetti, 
Bume-Jones. Watts and Lord 
Leighton; to Apr 26 

JAZZ 

PhOharmonie Gasteig 

Tel: 49-89-5481 8181 
Michel Petrucciani All Star Trio 
1998: featuring Anthony Jacks on 
and Steve Gadd; Feb 5 

OPERA 

Phfifrarmonie Gasterg 
Tel: 49-89-5481 8181 
Die Zauberflbte: by Mozart 
Polish Opera production by Mark 
Tracz; Feb 6 


B PARIS 
CONCERTS 
Salle Pleyel 

Tel: 33-1-4561 6589 
Orchestra de Paris: conducted 
by Theodor Guschlbauer In 
works by Roussel and Brahms. 
With violin soloist Shkxno Mintz; 
Feb 5,6 

EXHIBITIONS 
Musee d'Orsay 
Tel: 33-1-4549 1111 
www.Musee-Orsay.fr 
Manet, Monet, and the Gare 
Saint-Lazare: places Manet's 

famous painting in a context 
provided by works by other 
artists and a group of related 
drawings, prints and 
photographs; to May 17, then 
transferring to Washington 


OPERA 

Opera National de Paris, Opera 
Bastille 

Tel: 33-1-4473 1300 

• Tosca: by Puccini. Conducted 
by Jan Latham-Koenig in a 
staging by Walter Schroeter. 
Maria Guleghina sings the title 
rote; Feb 7, 10 

• Tristan und Isolde: by 
Wagner. New production 
conducted by James Conlon in a 
staging by Stein Winge, with 
designs by Lennart MQrk; 

Feb 4, 8 

Opdra National de Paris, Palais 
Gamier 

Tel: 33-1-43439696 
Cosi Fan Tutte: by Mozart 
Conducted by Gary Bertini in a 
staging by Ezio Toffolutti; 

Feb 5. 8 


■ ROME 

OPERA 

Teatro dell 1 Opera 

Tel: 39-6-481601 
www.themix.it 

Le Nozze di Figaro: by Mozart 
Production for the Teatro 
Comunaie in Florence by 
Jonathan Miller. Conducted by 
Hans Graf; Feb 5 


■ SAN 
FRANCISCO 

CONCERTS 

Davies Symphony Halt 

Tel: 1-415-864 6000 

www.sfsynphony.org 

San Francisco Symphony 

Orchestra: conducted by Carl St. 

Clair in works by Haydn, Brahms 


and Mendelssohn; Feb 5. 6, 7 


■ TEL AVIV 

CONCERTS 

Mann Auditorium 

London Symphony Orchestra: 

conducted by Sir Colin Davis in 

works by Sibelius and 

Beethoven; Feb 4, 5, 7 


■ TOKYO 

CONCERTS 

Suntory Hail 

Tel: 31-3-3289 9999 

Deutsche Open conducted by 

Dietrich Fischer-Dieskau in works 

by Mozart; Feb 6 


■ TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 

Monday to Friday, GMT : 

06.30: Moneyline with Lou Dobbs 
13.30: Business Asia 
19,30; World Business Today 
22.00: World Business Today 
Update 

• Business/Market Reports: 
05:07; 06:07; 07:07; 08:20; 09:20; 
10:20: 11:20; 11:32; 12:20; 13:20; 
14:20. 

At 08:20 Tanya Beckett of FTTV 
reports live from LlFFE as the 
London market opens. 
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Lionel Barber 


Europe’s exhibits stir 

Sir Leon Brittan's EU-US trade initiative carries the message that the EU 
wants to play a bigger role in a more equal transatlantic partnership 


O ne member of 
President Bill 
Clinton's cabinet 
refers to Europe 
as The Museum. Visitors 
can enter the French room, 
the German room, or the 
Italian room. Each displays 
a glorious industrial heri- 
tage. Each betrays a musty 
attachment to the past 
Irving Kristol. an influen- 
tial conservative writing in 
the Wall Street Journal, 
painted a similar picture 
this week of a petrified soci- 
ety held captive by statlsm. 
high unemployment. Green 
activists, and shrinking pop- 
ulations. Europe was in the 
process of trying to dis- 
engage its economy from 
the world economy. “A bet- 
ter prescription for ultimate 
impoverishment could not 
have been Invented," be 
declared. 

Steady on. Mr Kristol. The 
European Union is not quite 
ready to play the inter- 
national pauper. Take a 
look at the news this week 
from the World Economic 
Forum in Davos. European 
and US officials are consid- 
ering a sweeping plan to 
remove harriers to transat- 
lantic trade and investment 
- an initiative on a scale 
larger than the Nafta free 
trade agreement between 
the US. Canada and Mexico. 

Many details have still to 
be settled- But Sir Leon Brit- 
tan. Europe's trade commis- 
sioner. has been working on 
a blueprint for a “trans- 
atlantic market place" since 
late last summer. He has 
discussed it informally with 
EU mini sters and leading 
US officials. Tony Blair, the 
British prime minister who 
holds the rotating EU presi- 
dency, may weD raise the 
issue with Mr Clinton dur- 
ing his trip to Washington 
tomorrow'. 

There are four elements: a 
free trade area in services: a 
drive to reduce Industrial 
tariffs to zero across the 
board: an acceleration of 
mutual recognition agree- 
ments on standards, testing 
and certification of prod- 


ucts: and a basket to deal 
with vexed issues such as 
public procurement, agricul- 
ture and, possibly, provi- 
sions on labour and environ- 
ment standards. 

It is unclear whether 
these elements should he 
negotiated separately or as 
a package. But these are tac- 
tics. What matters is the 
broader political message: 
Europe is mobilising in 
favour of a more equal 
transatlantic partnership. In 
the new order. US military 
supremacy inside an 
enlarged Nate alliance will 
be balanced by EU economic 
power that derives from its 
one-third share of world 
trade, the weight of a future 
single currency, and an 
internal market soon to 
embrace almost 500m con- 
sumers. 

Sir Leon Brittan - a 
shrewd observer of US poli- 
tics - detects a mood swing 
in Washington. Asia's finan- 
cial crisis has made 
Americans think twice. 
Europe looks more stable, 
more reliable. Economic and 


monetary union could have 
potentially proround conse- 
quences for the Sl.OOObn in 
goods, services and invest- 
ment that cross the Atlantic 
each year. This could be the 
time to engage the US in a 
broader dialogue on mone- 
tary. trade and investment 
issues. 

Some of these arguments 
are seif-serving. Sir Leon 
first wants to shore up the 
free trade coalition in Wash- 
ington. Mr Clinton's failure 
to win fast-track trade 
authority last November 
revived fears about a Repub- 
lican majority in Congress 
retreating into economic 
isolationism. He also knows 
that a new trade negotiation 
with, the US offers a chance 
for the Commission to win 
the argument it lost in the 
Maastricht n negotiations, 
where it failed to win exclu- 
sive negotiating authority in 
services and intellectual 
property. 

Despite these caveats, it is 
worth considering the prop- 
osition that strengthening 
the transatlantic relation- 



Sir Leon: shrewd observer of US politics 


ship in 1998 may depeud 
more on Europe than Amer- 
ica. In the last multilateral 
trade negotiations, on finan- 
cial services and tele- 
communications. the EU - 
not the US - took the lead. 
Arguably, an ambitious 
EU-US free trade agreement 
on services, touching on avi- 
ation, shipping, and the 
audio-visual sector, could 
act as a locomotive to the 
rest of the world in a new 
global trade round. 

The second argument is 
that the building-block 
approach toward a trans- 
atlantic market place - first 
developed through the 
transatlantic business dia- 
logue in 1995 - has shown 
its limitations. True, cum- 
bersome regulations were 
removed last year on infor- 
mation technology products, 
telecoms equipment, and 
pharmaceutical production: 
but progress is painfully 
slow. National regulatory 
agencies still rule tbe roost. 
Only political leadership 
can break the deadlock, says 
a European industrialist. 

Meanwhile, niggling trade 
disputes between the US 
and EU 3Te proliferating. 
Beef hormones, meat safety, 
genetically modified organ- 
isms. and the repercussions 
of the BSE or mad cow dis- 
ease crisis - these add up to 
a plethora of health, con- 
sumer safety and environ- 
mental wrangles that plague 
EU-US relations. 

It was ever thus, but the 
difference today is the size 
of the problem. Ten years 
ago. a dispute over certifica- 
tion could cost $30m; today 
it can run into billions. 
Which is why Sir Leon 
argues that it is time to 
rethink the politics of trade. 

Tariff barriers are not the 
problem, whatever the 
French may think. They 
account for a fraction of EU 
or US trade. In the next gen- 
eration of trade issues, regu- 
latory issues will be para- 
mount. 

This means zeroing in on 
standards, norms, certifica- 
tion and testing, particu- 


larly in tbe service sector, 
the chief source for job cre- 
ation. Hence the Commis- 
sion’s decision to explore 
the scope for extending 
mutual recognition agree- 
ments with the US. borrow- 
ing the methods used in the 
1980s to dismantle barriers 
to trade and investment in 
the EU's internal market. 
The idea is to replace the 
present patchwork with an 
overarching agreement on 
common principles or regu- 
latory convergence. 

Numerous questions 
remain. Will the proposed 
pacts look like sweetheart 
deals between rich coun- 
tries? Wfil they be compati- 
ble with the multilateral 
obligations of the World 
Trade Organisation? How 
will the French be seduced 
into embracing more free 
trade? (In Paris, they are 
already complaining about 
the EU’s free trade bouH- 
mea ). And, finally, the bfi- 
lion-dollar question: will the 
US submit to legally binding 
arbitration, especially since 
the Europeans want to 
extend the remit of the deal 
beyond Congress to the 
“sub-federal" level of the 
states? 

Veteran US trade experts 
are doubtfuL There is a long 
tradition of unilateralism in 
Washington. Transatlantic 
disputes over the anti-Cuba 
Helms-Burton law and tbe 
Iran-Libya sanctions act 
could flare up again in the 
next few weeks. This is no' 
time to put Mr Clinton on 
the spot. A step-by-step 
approach to the trans- 
atlantic marketplace is 
safer. Anything that smacks 
of a treaty runs the risk of 
rejection from Congress. 

But Sir Leon - supported 
by a cross-party coalition in 
the European Parliament 
and important sections of 
European business - is in a 
hurry. His initiative should 
be welcomed. It shows that 
there is life Inside the 
Museum, after all. 

lirmeL barbertajtbe. com 



Mark Suzman says the US is turning away 
from the mega tobacco settlement 


I t looks innocuous. Just, 
a routine memorandum 
from a company, 
researcher to a senior 
executive- But the content 
could prove explosive. “It is 
important to know as much 
as possible about teenage 
smoking patterns and atti- 
tudes." runs the letter.' 
“Today’s teenager is tomor- 
row's potential regular cus- 
tomer." 

That inter-office memo from 
Philip Morris, tbe tobacco 
giant, is just one of hundreds 
of documents made public 
over the past weeks. Cumu- 
latively. they show what big 
tobacco's critics have long, 
suspected: companies delib- 
erately targeted young, 
smokers. Together with 
other papers also subpoe- 
naed by Congress which sug- 
gest the industry suppressed 
scientific research about the 
dangers of nicotine, they 
have helped shift sentiment 
against the proposed 25-year 
$36&5bn. tobacco settlement. 

The cangressiottal session 
that began, last week, was 
supposed to be the one in 
which this huge settlement 
was signed into law. Under 
the arrangements, tbe 
tobacco companies would 
settle outstanding lawsuits 
with more than 40 states and 
accept tough restrictions on 
advertising in exchange for 
immunity from various class 
action Harms in' future. But 
the new. documents have 
made lawmakers reluctant 
to support the settlement. 
Some observers think it is 
even possible that Congress 
could Impose many of the 
penalties without giving the 
industry any immunity. 

That is a prospect the 
tobacco companies strongly 
oppose. “The civil liability 
provisions of tbe agreement 
are necessary to any resolu- 
tion of this issue," says Scott 
Williams, an industry 
spokesman- “The industry 
continues to support the 
original agreement.” 

The problem is almost 
nobody else does. When the 
deal was first announced, 
the companies hoped the 
vast sums involved would be 
enough to persuade Con- 
gress to approve it quickly: 
But anti-tobacco groups 



Today we’ll be cruising at 40mph 
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immediately complained 
that the settlement was too 
generous~tcr'tbe companies. 
Then Bill Clinton, the US 
president. Objected to ‘ pro- 
posed restrictions on the 
authority of the Food and 
Drug Administration to reg- 
ulate nicotine: He. also- called 
for tougher targets for reduc- 
ing youth smoking, effec- 
tively delaying any action 
until tiiis year. 

Now the settlement has 
become caught up In the 
budget' which could further 
reduce the chances of Con- 
gress passing the' deal as 
originally outlined. . The 
White House’s proposed new 
budget assumes there will be 
$65.5bn in revenue from -the 
tobacco settlement over the 
next five years - more than 
the deal envisages. This 
money is earmarked to help 
pay Tor popular social pro-' 
grammes from childcare to 
medical research. 

The politics of this are 
. awkward for the Republi- 
cans who! have' tended to 
support the tohacco settle- 
ment: if no deal is reached, 
they risk being accused of 
putting tobacco interests 
above health, and education 
in this November’s Congres- 
sional election. 

In response to the growing 
pressure, there are some 
signs that the tobacco com- 
panies are prepared to offer 
up more concessions in 
order to keep the immunity 
provisions. They might, for 
example, be more flexible on 
questions such as the value 
of the settlement and the 
future role of the FDA. At 
the same time, the unprece- 
dented apology for past mis- 
. deeds made .by industry 
executives in congressional 
testimony last week has 
helped improve -their public 
image. "I believe it is Immor- 
al . . .unethical as well as 
illegal to market to people 
underage," . Steven Gold- 
stone, chairman and chief 
executive at RJR Nabisco, 
told . the House Commerce 
Committee. , • 

As a result, there is still 
some chance of a tougher 
version of the original pro- 
posals passing, “rd say the 
prospects are- slightly less 
than even at the moment." 


says one congressional aide 
“There are a lot of unre- 
solved difficulties but I think 
everyone would still quite 
Hite to make a deal if only 
because it would be a high- 
profile legislative success in 
a year not much else is 
likely to be done." 

With sentiment in Con- 
gress finely balanced, 
though moving against the 
settlement, the outcome may 
depend on what happens in 
the courts. The tobacco 
Industry has never lost a big 
lawsuit! So far, three states 
~ Mississippi. Florida and 
Texas - have settled out of 
court for sums roughly 
equivalent to lheir share of 
the proposed settlement. 
Here too, matters could be 
moving against tip* deal. 

A fourth case, in Min- 
nesota. is under wav. Hubert 
Humphrey, the state's attor- 
ney-general and a staunch 
opponent of the national 
deal, so far shows little sign 
of agreeing to settle out .of 
court. Millions more pages of 
documents have been col- 
lected for this trial but 
remain secret. The industry 
says these are not damaging, 
and has agreed in principle 
to release many of them. Mr 
Humphrey claims that, com- 
pared with the smoking 
guns so far revealed, several 
“smoking howitzers" remain, 
protected by attorney client 
privilege. A decision in this 
ra<w» could tilt the balance of 
opinion in Congress. 

. As if that were not 
enough, tbe Justice Depart- 
ment last month brought 
criminal charges against a 
California biotechnology 
firm for conspiring with 
Brown & Williamson, one of 
. the tobacco companies back- 
ing the deal, to develop ami 
illegally export tobacco with 
extra nicotine. And last 
week, anti-trust officials 
announced they were inves- 
tigating possible price-fixing 
by the industry on tobacco- 
leaf shipments. 

Although both cases are 
relatively minor, if formal 
charges against tobacco com- 
panies follow. Congress will 
he even more reluctant to 
press ahead. The "great set- 
tlement". it seems, may not 
be the last word after ah. 
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Labour concerns over 
Glaxo-SmithKline 


From Mr Jeremy Lever QC. 

Sir, The proposed merger 
between Glaxo Wellcome 
and SmithKline Beecham 
would constitute a “concen- 
tration having a Community 
dimension" subject to . 
approval by the European 
Commission under the EU’s 
merger control regulation 
rather than being subject to 
the relevant UK legislation 
(the merger control provi- 
sions of the Fair Trading Act 
1973). Any public interest 
implications of the merger 
for employment in the UK 
might therefore appear to be 
irrelevant 

But while that is almost 
certainly true so far as 
immediate redundancies are 
concerned, there is another 
aspect of the position with 
regard to employment that 
has not so far attracted pub- 
lic comment 

It is that the merged con- 
cern might well have a domi- 
nant position as an employer 
in the UK market for phar- 
maceutical research and pro- 


duction staff. Le. as a pur- 
chaser of specialised labour, 
in a substantial part of the 
EU. 

So far as I am aware, the. 
Commission has not previ- 
ously had occasion to con- 
sider the creation of such a. 
dominant position and its 
implications under the 
merger control regulation; 
and in the past the UK's 
Monopolies and Mergers 
Commission has declined, ih 
my view regrettably, to con- 
sider the effect of mergers on 
employment opportunities 
Tor specialised workers. 

It is to be hoped that on 
this occasion the Commis- - 
sion will adopt a more 
enlightened position and wQl . 
consider this aspect of the 
proposed concentration. 

Jeremy Lever, 

(non-executive director, 
Wellcome 1988-94), 
sailor dean. 

All Souls College, 

Oxford 0X1 4AL. . 

UK 


Asia's systemic problem 
needs joint solution 


From Professor Kerdchi 
Ohno. 

Sir. The whole world is 
abuzz with the Asian crisis, 
but the most urgent task is 
to put a stqp to the present 
panic. • - 

1 would like to join the 
debate from that perspective. 
The Asian currency crisis Is 
a systemic -problem with 
global consequences. The 
International Monetary 
Fund’s country-by-country - - 
approach, dealing out slow 
and unimpressive tranches 
of cash in exchange for 
meeting deeply resented . . 
structural conditionalities, is 
incapable of restoringconfl- . 
dence or preventing a next r 
crisis. 

System crises call for sys- . 
tem cures. Most Asian cur- 
rencies are now too volatile 
and' grossly undervalued. We 
need an urgent meeting of 
the G7, agreement an mutu- 
ally consistent exchange rate - 
targets, and an announce- 
ment that the seven central 
banks would IMervene to 


push up the Asian curren- 
cies to "appropriate levels”. 
This would curb imported 
inflation and allay the fear 
of default in the affected 
countries. 

Outsiders would also bene- 
fit if contagion is terminated 
and the loss of competitive- 
ness is reversed. 

It should not be a costly 
operation. These markets are 
thin: a little would go a long 
way. The banks would be 
investing in currencies 
which are - thanks to inves- 
tor panic - greatly under- 
priced. - 

And the panic-calming ’ 
announcement effect would 
mean that markets would do 
most of the stabilising work 
for them. 

Kenichi Ohno. 

National Graduate institute 
for Policy Studies, • 
Graduate/School of Policy 
Science, 

Saitama University, 

Urawa, Saitama 338-8570, 


Real competition in US phone industry 


From Mr Roy NeeL 

Sir, Your leader "US phone 
mess" (January 15). was 
deeply lacking in some basic 
facts. The intent of the 1996 
Telecommunications Act 
was to foster real competi- 
tion among the local tele- 
phone, long distance and 
cable industries. USlocal 
telephone companies 
strongly supported passage 
of the act, which promised 
more consumer choices, 
lower prices, technological 
advancement and increased 
competition in the US. The 
actions of the Regional Bell 
Operating Companies dem- 
onstrate this industry’s 
unquestionable commitment 
to fostering real competition 
and ability to compete under 

fair terms. 

As required by the act, 
local phone companies have 
aggressively opened their 
markets to competitors. The 
facts are: these companies 
have signed more than 2,400 
interconnection agreements 
with potential new competi- 


tors. Since the act was 
passed, the Bell companies 
and GTE have spent more 
than34bn (££3bn) on open- 
ing their networks to com- 
petitors. Your editorial’s 
projected local market entry 
loss of MCI and AT&T at 
“hundreds of millions of dol- 
lars" pales In comparison. 
The Bell companies and GTE 
have dedicated more than 
8,000 employees to servicing 
new competitors, and collec- 
tively process more thaw 
8,000 competitive orders 
daily. These six companies 
have lost more than 1.5m 
telephone lines to new com- - 
petitors. most of which are 
business customers. . 

Ail of this progress has 
happened despite the fact 
that the Federal Communi- 
cations Commission’s Inter- 
connection rules have been 
struck down twice by the US 
Court of Appeals for the 
Eighth Circuit in St Louis, 
dearly, court decisions have 
not stiffed the progress of - 
local competition. 


Federal Judge Kendall's 
decision to allow tbe Bell - 
companies the level playing 
ground necessary to foster 
real competition in the long 
distance industry, as weD as 
local service. Js one that 
upholds tbe integrity and 
Spirit of the law. Remo ving* 
the onerous restrictions on 
the Bell companies promotes 
competition ih all markets. 
The Bell companies will con- 
tinue to open their markets 
as the law appropriately 
requires and will now be 
able to offer tbe one-stop 
shopping their customers 
desire. AT&T and MCI now . 
have greater incentive to 
offer local service options to 
residential customers or risk 
losing that market all 
together. 

Roy Neel. 

president and CEO. 

United States Telephone 
Association, . - 
1401 H Street, NW, ’ 
Washington. DC 20006-2184 

us - - . 


Justifiable 

investment 

From Mr Claude Bouloiix... 

Sir, You report a "rescue 
plan” being concocted for 
the Channel Tunnel rail link 
project, presumably based 
yet again on a privately 
sourced funding package ’ 
f “Rail track considers rescue 
plan", February 2i. 

If this highly desirable mid 
Justified high speed link is 
not to be delayed further, 
has not the time come for' 
the UK government to do the 
sensible thing and finance 
the investment itself? This is 
how the French and Belgian' 
governments have proceeded, 
(for the Paris-Ttumel and 
FrenchFrontler-Bnissels ' 
corridors respectively) with' 
full blessing from the tax- 
paying community. I have . 
no reason to believe the Brit- 
ish public would oppose 
such a solution. ' ' 

Claude Bouloiix. - .. '- ■* 

8 Rue de Cbevreuse. I"" .• * , 
78120 RmnboufileCIFnd^T" 
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A dispute is brewing over die 
governance of the internet. 

The internet "only works 
because computer databases 
know the electronic where- 
abouts of, say, “wwwJPT.com” , 
allowing messages to flow to 
and from that address. Main- 
taining the registry of all the 
addresses in the “.com" d omain 
(or the "net'’ or “nrg" domains) 
is a crucial task." 

There is wide agreement that 
there need to be more such 
“top-level" domains: ".shop”, for 
example, or “-firm”, it is also 
agreed that there is scope for 
competitive, profitmaking busi- 
nesses to handle the process of 
allocating name* 

The disagreement is over boW 
to organise the very top level of 
this system. An Internationa] 
grouping of internet bodies, 
meeting in' Geneva last year, 
proposed to entrust the ultimate 
registries of all the top-level 
domains to non-profit organisa- 
tions. Private’ sector registrars 
would be intermediaries 
between these registries and 
people wanting internet 
addresses. Ultimate manage- 
ment of the system would reside 
in an international body based 
in Switzerland. Disputes about 
names would be handled by a 
new system of panels. 

This proposal did not find 
favour in Washington. "Ameri- 
can taxpayers, companies and 
government built the internet,’' 
said one influential congress- 



Mervyn King, the Bank of 
England’s chief economist, once 
said that monetary policy 
should be “boring”. By this he 
meant that the transparency of 
policy-making should make 
interest rate changes predict- 
able. The meeting of the Bank’s 
Monetary Policy Committee 
which starts today, however, 
could be a bit too interesting. 
There is more doubt now than 
there has been for some time 
about when - and even in 
which direction - interest rates 
should change. This meeting 
couid he the most difficult one 
the committee has faced since 
its formation in May last year. 

Most economists now agree 
that growth in the UK economy 
will slow in 1998. But there is 
fierce debate over how far the 
slowdown will go, how sharp it 
will be - and whether it wifi be 
Ettongh to keep inflation under 

control. , 

Trade is still the main drag on 
the economy. After a long 
period to which the manufactur- 
ing sector seemed to withstand 
the strength of sterling, it is 
Dow suffering badly - industrial 
production grew at an annual 
rate of only 0.8 per cent in 
November. The trade balance is 
worsening rapidly, and the 
\sian crisis is only just begin- 
ning to take effect. ■ 

The government’s tight fiscal 
pioiicv this year win be another 
rontractionary influence. And 
the economy is stED adjusting to 
last year's interest rate rises. 
\I 1 this has led some to call for 


man. lt was wrong to cede gov- 
ernance to aglobal body. 

Last week. + 1 ** US administra- 
tion proposed Instead to allow 
proBtinaking bodies to own the 
domains. Thus the owner of 
“.shop” would compete with the 
owner of “com”. Ultimate man- 
agement of the system would 
re si de in a US non-profit corpo- 
ration, run by someone with a 
business background, with 
directors from around the 
world. US trademark , law would 
influence how disputes about 
names were resolved. 

Internet veterans, mostly 
from the US. see the administra- 
. tion piar^ gs threatening their 
influence. One of them last 
week te m p o ra ri ly diverted con- 
trol of the internet address sys- 
tem from its. usual computer - 
either a helpful test or an omi- 
nous demonstration of power. 

At one level, the dispute is 
between old-timers and business 
people about the commercialis- 
ation of the net But it is also 
about whether the internet is 
essentially American or essen 
tiidly global. There is scope for 
debate about how best to govern 
the internet, and th£ role of 
protitmaking businesses. But 
the discussions must take place 
In an International framework. 
The US document is described 
as "a proposed rule of tbe 
Department of Commerce”, 
apparently treating the internet 
as an offshoot of US administra- 
tive law. That cannot be right. 




The new aviation agreement 
between Washington and Tokyo 
will be more effective in open- 
ing the Japanese market than 
the accord the US appeared . 
ready to accept a tew months 
ago. The US negotiators who 
had been accused or preparing 
to cave in to Tokyo’s protection- 
ism will be delighted at the 
complaints from Japanese airs, 
line executives this week that 
their government has. now con- 
ceded too much. ' 

The agreement removes all 
restrictions on three US airlines 
- United, Northwest and Fed- 
eral Express - which will be. 
able to fly to any airport in 
Japan and on to third countries. 
Other US airlines will be able to 
increase their flights to Japan. 
US airlines will also be able to 
form close partnerships with 
Japanese airlines. On the Japa- 
nese side. All Nippon Airways 
gains unrestricted access to the 
US - a right previously reserved 
only to Japan Airlines. 

The two sides have also 
agreed to try to reach -a -new, 
fully liberalised, agreement 
within four years. If the new 
ag reem ent is not reached, US 
carriers will receive, additional 
rights to fly -to Japan. But 
despite this success, the agree- 
ment falls short of the US “open 
skies’* accords with European 
and Latin American countries 
and those in Asia. 

Under the US-Japan accord, 
tbe setting of fores is not fully 


liberalised. The difficulty m 
obtaining slots at Tokyo’s Nar- 
ita airport win also remain a 
problem. US airlines which need 
slots will have to lease them 
from Federal Express. European 
airlines will hot be able to get 
the slots they need. 

What the US may come, to 
regret most is that tbe agree- 
ment with Japan marks the aid 
of a loudly proclaimed policy: 
that Washington would only 
sign “open skies” agreements 
with other countries and would 
not settle for anything less. This 
position was always less princi- 
pled than it appeared; it did not 
extend to opening the US 
domestic market to foreign com- 
petition. But it was consistent. 

The US will now move oh to 
another long-held objective: a 
new aviation agreement with 
the UK. The UK has said in the 
past that it wanted a different 
agreement from, those the US 
has concluded with other coun- 
tries. ft -might be even keener 
on a different ag r eement now 
that British Airways is suggest- 
ing that Heathrow airport be 
opened to competition gradu- 
ally, rather than all at once, 
when its proposed alliance with 
American Airlines commences. 

The US has always rejected 
suggestions from the UK that ft 
be treated differently, saying 
that It only concludes fun open 
skies agreements. After the 
accord with Japan, these argu- 
ments will sound hollow. 



an end to interest rate rises, or 
even a monetary easing: 

- But ' this optimism could be 
premature- Inflation in tbe UK 
is still above target, and Is 
higher than in any other EU 
country. And there is' evidence 
to suggest that despite some 
areas of weakness, the economy 
may stifl be on course to grow 
too quickly for comfort - 

The buoyancy of the labour 
market remains a real risk to 
inflation. With just 5 per cent of 
the labour force now unem- 
ployed, wage settlements are 
accelerating. 

Other sig n s of strength can be 
found In the service sector, 
which grew by l per cent in the 
fourth quarter of 1997 alone. 
And domestic demand shows 
little sign of abating. It is true 
that the deceleration in windfall 
gains has dampened retail sales 
slightly. But consumer credit is 
growing at an annual rate of 
nearly IS per cent, monetary 
growth has not slowed, and con- 
sumer confidence is still high- 

Tbe strength of domestic 
demand suggests that one last 
interest rate rise could be neces- 
sary. But the Monetary Policy 
Committee might justifiably 
wait until it has more informa- 
tion about just how badly the 
external sector is doing, and 
about how this is affecting the 
rest of the economy, before act- 
ing. Either way, it is likely to 
have to keep rates high for 
some time before it can be sure 
that inflation really is under 
Arm control. 


Big issue for Europe 

European bond markets are catching up fast with their US 
counterpart, write Samer Iskandar and Edward Luce 


J ames Carville, Bill Clin- 
ton’s presidential cam- 
paign manager, once said 
that. If he were to be rein- 
carnated, he wanted to 
come back as the US bond 
market. “That way you can ter- 
rify everybody." 

Now European bond markets 
seem to have tbe same Idea: from" 
the mass of separate domestic 
markets is emerging something 
that could come to rival the mas- 
sive US one. Europe’s bond mar- 
kets have grown at an unprece- 
dented rate for nearly a decade. 
They are being used more by 
companies, so the balance 
between corporate and govern- 
ment bonds is shifting towards 
the former, as in the US. And 
they are offering sophisticated 
instruments pioneered in Amer- 
ica: transactions such as junk 
bonds and asset securitisation - 
until recently the preserve of 
Wall Street hotshots - are becom- 
ing common. 

If you combine the two largest 
European bond markets - in Ger- 
many and Italy - the total is 
somewhat larger than the US one 
($4,000bn (£2, 395 bn) against 
$3,l00bn). Admittedly, these 
totals are misleading: the Euro- 
pean numbers include a large 
amount of government, regional 
or bank debt that is barely traded 
or dwindling in importance. It is 
also misleading to include the 
$3,000bn eurobond market that 
term covers all bonds issued 
internationally, at least half of 
which are issued by non-Euro- 
pean borrowers, including US 
companies. So in terms of ordi- 
nary traded corporate bonds, 
Europe remains behind and is 
even further behind in terms of 
sophisticated Instruments. Its 
markets have just $ 2 bn in out- 
standing junk bond issues, 
against more than $250bn in the 
US. 

All the same, few dispute that 
Europe’s bond markets will 
sooner or later come to rival that 
of the US. “We expect the [euro- 
denominated] debt market to 
achieve approximate parity with 
the US within seven to 10 years 
in terms of size, trading volume 
and liquidity," says Moody’s 
Investors Service, tbe credit rat- 
ing agency. Why is this happen- 
ing? And what are the implica- 
tions? There are three main 
explanations: 

• The most important is eco- 
nomic and monetary union. “Per- 
haps not since the adoption of 
the Gregorian calendar in 1752 
has there been a more significant 
alignment to facilitate trade 
among European nations," says a 
New York-based analyst at Salo- 
mon Smith Barney, the US 
investment bank. “Emu will cre- 
ate a more transparent European 
capital market, easier for inves- 
tors to analyse and more attrac- 
tive to invest in." 

The squeeze on public finances 
required by the Maastricht crite- 
ria has already reduced the num- 
ber of European government 
bond issues. Now the abolition of 
up to ll continental currencies 
next January is concentrating 
investors’ minds further. 

European bond investors have 
traditionally tried to bet on the 
direction of interest rates and 
currencies, pouring much of their 
investments into European gov- 
ernment bonds. They have 
recently made money by antici- 
pating the convergence of gov- 
ernment bond yields towards the 
German benchmark yield in 


tidy minds 

■ Japanese officials must be 
beginning to rue the national 
tradition of meticulous _ - 

recorddseeping- As corruption- . 
scandals spiral, the skeletons ’ - 
aren't so much in the cupboard - 
as in the Jzoge idles of paper 

sitting in totil« i»nid brokerages. •. 

For decades, junior employees: 
diligently "did whattheir bosses 
told than: they, took acaretel 
note of everything they did. So 
they recorded every paper dip 
and every postage stamp - as - 
wetf as every fiddled stock . ■’ - 
market ticket and every minute, 
sordid detail of Ihe expensive ; 
.wining, dining and other ‘ 

. ente r tqmmpn t of Ministry of • 
Finance officials, - 
. - - 5t> every time prosecutors 
seize'files from a bank or broker, 
there’s a paper chain of neatly ' ; 
classified crime. And they won’t 

- go'shori of reacting material. Tbe 

- Ministry of Finance lias told . 
.more than 500 staff to provide - 
details of all informal contacts; 
with banks and brokers in the . 
last five years -.add, of course, 
many of those officials wifi have 
extensive notes to hand; 

T. ; . .Ibis ha ts aroused 
cohstemation in the ministry, 
and /there's mare trouble oh the 
way: Last week, prosecutors 
removed a huge number of flies 
In a raitf on tbe MoFs banking 



Europe’s markets take off 

European cross-border deals 
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advance of Emu. Such opportuni- 
ties are about to disappear. 

As one door closes, however, 
another opens. At tbe moment, 
most European fund managers 
are constrained by law (or pru- 
dence) from investing in a for- 
eign currency. From January 
1999, they will have unrestricted 
access to up to 10 new stock and 
bond markets (depending on how 
many countries get into Emu). 
Since more than two-thirds of 
corporate bonds in Europe are 
issued by triple-A or double-A 
rated companies - with yields 
only fractionally higher than gov- 
ernment bonds - investors will 
be forced to switch to lower- 
grade. or even sub-investment 
grade, securities to make a 
healthy return. 

"Government bonds and other 
AAA-rated bonds will be much 
less attractive to investors after 
1999." says Alex Braun, director 
of tending at Abbey National, the 
UK bank. “Investors will increas- 
ingly be looking to buy smgle-A 
and BBB-rated paper issued by 
companies * These are the rat- 
ings just above junk bond status. 

In mirror image, single-A and 
triple-B rated companies will 
start to switch to bond markets 


as their main source of capital 
rather than relying on loans from 
banks. This in turns means a 
likely victim of the change win 
be lending banks, with their tra- 
ditionally dose ties with compa- 
nies. In continental Europe, com- 
mercial banks remain more 
important as a source of corpo- 
rate borrowing than in the US or 
UK. In Germany, for example, 
outstanding loans to companies 
equal the country's annua) gross 
domestic product In the US, the 
equivalent ratio is just 40 per 
cent 

“Disintermediation [cutting out 
banks] is clearly the trend." says 
Andrew Turney, a partner spe- 
cialising in investment banking 
at Arthur Andersen, the consul- 
tancy arm of the accountancy 
firm. “The reliance on bank lend- 
ing is telling as the capital mar- 
kets are developing. Traditional 
relationship banking is on its 
way out" 

• The second catalyst for 
change is tbe expected growth of 
private pension funds. Govern- 
ments confront vast and growing 
unfunded pension liabilities: 
these amount to 69 per cent of 
GDP in France, 107 per cent in 
Italy and 122 per cent in Ger- 


many. If. as expected, European 
governments privatise their pen- 
sion liabilities as the UK or the 
Netherlands have done, this will 
add enormously to liquidity in 
the bond market. 

"Pension and insurance funds 
need long-term assets to match 
their liabilities, so they are natu- 
ral investors in fixed income 
bonds and other securities." says 
Aiden O’Mahony, a director at 
Standard & Poor's, the credit rat- 
ing agency. “This will open the 
door to much more long-term 
bond issuance.” 

• The growth of cross-border 
mergers and acquisitions in 
Europe, which last year topped 
SlOQbn again, is tbe third factor 
fuelling companies’ demand for 
direct access to capital markets. 

“Corporate bond issuance in 
Europe will take on the impor- 
tance it has in the US at all levels 
of tbe credit curve." says Karsten 
MoUer, director of capital mar- 
kets at Goldman Sachs in Lon- 
don. “Banks will want to increase 
their return on capital by securi- 
tising their loan portfolios 
through bond issues." 

Corporate restructurings have 
reached unprecedented levels. 
Between 1993 and 1996 the value 


SERVER- 


and securities offices. “Nobody 
knows what they will find there, 
but it could start a whole host of 
new scandals.” says cine official 
close to the in vestigation. 

That is. as long as the 
criihbebustsrs don’t suffocate 
under a mountain of paper. 


Penalty Klaus 

'* Nothing is going right for 
Vaclav Klaus. The prickly ; 
economist lost his golden tonch 
when the Czech economic 
miracle was shown to be a 
mirage last spring, then lost his 
premiership in a political 
ftmHtng scandal in November- 
Half his deputies have defected 
and his party's poll ratings have 
halved to around 14 per cent 
Now his attempts to prove 
that bis Civic Democratic party 
has nothing to hide are blowing 
op in his fees. First, the choice 
of Deloitte & Touche to examine 
the books was criticised because 
the chairman of its Czech outfit 
Otto Jelinek is on good terms 
with Klaus. Then Boh dan 
Dvorak, the party vice-chairman 
. who was leading the internal 
investigation, resigned in 
despair. Now Ltutek Nezmar, the 
party’s youthfol new business 
.manager, has quit after less than 
a week after it was revealed that 
he was being chased by creditors 
from a failed business ventura 
KLaus’s only consolation is 
that the tending of the coalition 


partners which brought him 
down - the Civic Democratic 
Alliance and the Christian 
Democrats, which are in the new 
government of prime minigrer 
Josef Tosovsky - is now 
attracting scrutiny. 

The Social Democrats, riding 
at around 30 per cent in the 
polls, must be giad they are 
almost penniless. 


Turned off 

■ Accident-prone UBS chairman 
Robert Stud er has never liked 
criticism. His refusal to listen to 
Martin Ebner, the bank's biggest 
shar eholder . Is one of the main 
reasons why Switzerland’s most 
powerful bank has been forced 
into the aims of the smaller 
Swiss Bank Corporation. 

At yesterday's UBS meeting , 
small shareholders let Studer 
know what they thought of bis 
stewardship. But Studer was in 
control of the microphone - and 
told critics they’d be cut off after 
five minutes. 


Screen test 

■ Films are proving something 
of a political minefield far 
post-colonial Hong Kong. First 
there was reluctance by the 
territory's distributors to screen 
Hollywood films about TTbet 
Then a local council barred a 
scries of short documentaries 


from an international film 
festival. 

The council said It was 
motivated by concern that the 
screenings would give unfair 
publicity to Christine Loh, a 
prominent green lobbyist and 
pro-democracy politician, ahead 
of elections due in May and who 
directed Hello and Goodbye - 
one of the short documentaries 
due to be shown at the April 
festival. 

A barrage of criticism from the 

film industry yesterday appeared 
to prompt a retreat by the 
council It could now be a case of 
Hello, not Goodbye, and a happy 
ending for Loh. 


On the scent 

M Whatever befalls Miguel 
Angel Rodriguez, the new Costa 
Rican president, as he struts the 
world stage, he can at least be 
sure that he’s got friends in 
Paris. After his victory in 
Sunday’s election, Chanel - the 
perfume purveyor - took out a 
full-page advertisement In the 
newspaper La Naci6n to remind 
Costa Ricans of their new 
leader's taste in fragrances. 

His wife Lorens says 
Rodriguez wifi splash on nothing 
but Chanel’s Egofete, which 
might seem an odd choice of 
aroma - after all, he has just 
promised everyone that heU be 
working selflessly for the nation 
for the next four years. 


of European cross-border mergers 
and acquisitions more than dou- 
bled. from $5lbn to Sll4bn, 
according to the SDC Merger and 
Corporate Transactions Data- 
base. On top of this, ihe volume 

of M &A deals involving at least 
one European company - target 
or acquirer - trebled in three 
years, from just over SlOObn in 
1994 to more than $300bn in 1996. 
A new record is likely to be set in 
1997. with preliminary figures 
from information providers IFR 
Securities Data showing almost 
SSOObn of transactions in the first 
half alone. 

Alongside the growth in the 
number and size of M&A deals, 
market practices have converged 
towards US standards. “Hostile 
takeovers and defensive mea- 
sures such as tbe ’poison pill* and 
■white knight’ are on the rise," 
says Moody's. 

Securitisation, or the packag- 
ing of assets into securities then 
sold on to investors, is a strong 
indicator of growing sophistica- 
tion in Europe’s capital markets. 
In the early 1990s, securitisation 
was practically unheard of In 
Europe, but has become one of 
the continent's fastest-growing 
markets. The total outstanding 
amount of European asset-backed 
securities is estimated at S150bn 
against only $30bn in 1993. In 
1996 and 1997, several records 
were set. including the world’s 
largest bond by a non-govern- 
mental body - an $8bn securitisa- 
tion from EPFR, the entity set up 
to help rescue troubled French 
bank Credit Lyonnais. 

The first public issues of asset- 
backed securities in Spain and 
Germany took place only in the 
past few months. National West- 
minster. the UK bank, also 
launched the first European 
securitisation of corporate loans 
in the last quarter of 1906. 

“European securitisation is 
maturing." says one banker in 
London. “Only two years ago. the 
technique was associated with 
large-scale restructurings or bail- 
outs. such as the Credit Lyonnais 
and CPA deals. Now it is possible 
to securitise any pool of assets 
large enough to make a liquid 
bond.” 

New asset classes being repack- 
aged into bonds include car 
loans, credit-card receivables and 
home mortgages. 

The fledgling European junk 
bond market is yet another trans- 
atlantic import. “The European 
corporate debt market looks a lot 
like the US seven or eight years 
ago." says the head of European 
corporate bonds at a large US 
bank in London. “The European 
bond market will take on the pro- 
file of the US very rapidly. Corpo- 
rate restructurings have created 
a huge appetite for capital The 
rate of bond issuance is going to 
accelerate very fast.” 

The dominant presence of US 
investment hanks in Europe is 
the final factor spurring the 
Americanisation of the conti- 
nent's capita) markets. Two land- 
mark deals - the mergers of 
French insurers Axa and UAP. 
and of pharmaceutical companies 
Sandoz and Ciba-Geigy - were 
entrusted to US investment 
banks. Big US investment banks 
have also underwritten all of 
Europe's junk bond issues. 

“The US has set the standard 
for all other markets," says a 
managing director of a large US 
bank in London. In Europe, 
“nobody is questioning this 
trend. And there is no way back”. 


100 years ago 

Germany And America In 
Dispute 

Washington, 3rd Feb. 
Referring to the Prussian 
prohibition against the 
importation of fresh fruit 
from the United States, Mr. 
Dingley yesterday said:- "It 
seems the Prussian 
Government prohibited the 
importation on sanitary 
grounds merely to avoid the 
provisions of the commercial 
treaties. There is not tbe 
slightest ground for the 
allegation that Californian 
fruits are affected as they are 
represented to be. When 
Germany undertakes to 
prohibit the importation of 
American products on 
sanitary grounds which do 
not exist, she violates the 
spirit of tbe commercial 
treaties." 

50 years ago 

Ceylon Becomes A Do mini on 
To-day Ceylon, which for the 
past 150 years has been under 
British rule, becomes a 
Dominion of the British 
Commonwealth. The 
Government is asking a 
financial expert to come out 
from England to advise on 
policy. The present Cabinet 
consists of fourteen members 
with Mr. D.S. Senanayake, a 
moderate politician of great 
sagacity and experience, as 
Prime Minister. 
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Cheap phone calls hit carriers 


By Alan Cane in London 

The price of international 
telephone calls is being pushed 
down faster than some large 
operators expected, undermin- 
ing budget targets and forcing 
emergency restructuring. 

The average price per min- 
ute of delivering an interna- 
tional call within western 
Europe or the US Tell by 25 per 
cent last year. A similar reduc- 
tion this year and further tails 
of 20 per cent or more annu- 
ally until 2000 are expected. 

This reflects intensifying 
competition and technical 
developments. The trend is 
having a significant effect on 
some “global supercarriers” - 
alliances of telecoms operators 
with substantial wholesale 
businesses that carry the traf- 
fic of other operators. 


Budget targets missed as 
global prices fall by 25% 


One such alliance. Global 
One. owned by Deutsche Tele- 
kom. France Telecom and US 
Sprint, said yesterday it had 
made "bigger-than-forecast" 
losses last year because of the 
price decline and because costs 
had come down more slowly 
than expected. Viesturs Vuc- 
ins, chief executive, 
said the company was in dis- 
cussions with shareholders 
over the balance between 
investment and expected 
return. Global One's share- 
holders invested $300m in the 
business in 1997 and are expec- 
ted to invest S400m this year. 

Global One had revenues of 


Sl.lbn last year and expects 35 
per cent growth In 1998. It is. 
however, no longer predicting 
when it will become profitable. 

AT&T-Unisource, the Euro- 
pean alliance owned by KPN or 
the Netherlands, Swisscom, 
Telia of Sweden. Telecom 
Italia and AT&T of the US. is 
streamlining its carrier ser- 
vices division in response to 
the price fall. About 100 of the 
division's 150 staff are being 
sent back to the shareholder 
companies to prevent duplica- 
tion of effort. 

Unisource said yesterday it 
thought there would be turbu- 
lence in the market "for two to 


three years”. The alliance said 
it had provisional revenues of 
about FI 3bn (S1.4bn) last year 
and had cut its losses to half 
the 1996 figure. It expects to 
break even by 2000. 

The decline in prices has 
been accentuated by full liber- 
alisation of the European 
Union market since January 1. 
This has allowed new compa- 
nies to compete for interna- 
tional business. Liberalisation 
has essentially spelt the end of 
the “bilateral system” where 
big carriers settled the cost of 
delivering each other's calls 
between themselves. 

Mr Vucins said one conse- 
quence of the price fall would 
be consolidation in European 
telecoms over the next few 
years. 

Sprint slides 20%, Page 18 


Japan to quiz 500 at finance ministry 


By Gillian Tett In Tokyo 

More than 500 current and 
former officials at Japan's Min- 
istry of F inan ce are to be vet- 
ted as part of a widening 
investigation into corruption. 

They will be required to sub- 
mit details of all informal con- 
tacts with banks and brokers 
over the last five years for 
screening by officials and pros- 
ecutors. 

The move follows the arrests 
last week of two ministry offi- 
cials who allegedly received 
bribes in the form of lavish 
entertainment from banks 
they were inspecting. 

The vetting, to be carried 
out over the next few weeks. 


Lukoil faces 
licences risk 

Continued from Page 1 

deprived of the area's reserves. 
"This [decision] was on the 
basis of the public request for 
an investigation, which we 
submitted on the day after the 
tender." said Natalya Man- 
drova. of Yukos. “Of course, 
the prosecutor's conclusion 
has created a dead end for 
both companies." 

Dmitry Dolgov, of Lukoil, 
conceded that the 1975 law was 
still in force but argued that 
the government should have 
taken it into account before 
the state commission awarded 
the tender in December. 

“I do not know' what the gov- 
ernment will do. Maybe they 
will revoke the tender." Mr 
Dolgov said. “But I hope that 
common sense will prevail." 

He argued that, because of 
the extensive oil projects in 
other parts of the Caspian, pro- 
tecting just the Russian sec- 
tion made little sense. 

“If they ban oil extraction, 
Russia will neither save the 
sturgeon nor get oil." Mr Dol- 
gov said. “It does little to 
advance Russia's interests." 

Lukoil officials say the area 
could contain as much as 4.3bn 
barrels of oil. 


will cover all staff who have 
worked in the banking, securi- 
ties. inspection and interna- 
tional finance departments. 

The ministry, which was 
raided last week, faces mount- 
ing calls for the transfer of 
some of its powers to a new 
agency. Haikaru Matsu naga, 
the newly appointed finance 
minister, indicated earlier this 
week that the government 
hoped to remove inspection 
responsibilities hum the MoF 
and give them to a new agency 
within the next three months. 

Until now. the government 
had not been expected to set 
up the new supervision agency 
before mid-summer. Mr Mat- 
sunaga also called for outside 


lawyers and accountants to 
monitor inspections. 

The ministry yesterday said 
it was still unclear how the 
new agency would be run, who 
would be in charge, or bow 
many staff it might have. 

The original expectation was 
that some 300 of the 2,000 MoF 
officials would staff the 
agency, but in light of the 
recent scandal, politicians 
have called for a mass Investi- 
gation of MoF officials to 
assess their suitability. 

As part of the inquiry, prose- 
cutors and officials will ask 
staff to submit detailed records 
of all entertainment received 
from banks and brokers in 
recent years. The prosecutors 


and a committee of govern- 
ment officials will then view 
the records. 

The move has provoked deep 
concern in the ministry. Fears 
are rising that the prosecutors 
are planning more arrests. 

One finance ministry official 
and two employees in other 
public corporations have com- 
mitted suicide in the last 
week, apparently in relation to 
the scandal. 

Prosecutors are also step- 
ping up an Investigations of 
Shokei AraL a politician of the 
ruling Liberal Democratic 
Party, in connection with his 
links to Nikko Securities. 

Observer, Page 13 


Britain poised to crack down 
over threat to king of beetles 


By George Parker in London 

The British stag beetle is set 
to join the elephant and rhi- 
noceros in the pantheon of 
protected species, as ministers 
seek to thwart a lucrative 
international trade in the 
endangered insect 

European insect dealers are 
thought to be capturing the 
fearsome-looking creatures in 
southern England and selling 
them to collectors or scientists 
around the world at up to 
$3,000 a time. 

The furtive trade is placing 
the stag beetle’s future in 
Britain at risk, and ministers 
are expected to announce 
shortly that they intend to 
give it special protection. 

Angela Eagle, environment 
minister, is studying scientific 
advice that trade in the spe- 
cies should be regulated under 
the Wildlife and Countryside 
Act 

The government’s scientific 
advisers say there is “a sub- 
stantial trade" in stag beetles 
in continental Europe. 

There is also keen interest 
in the Far East. Upmarket Jap- 
anese department stores sell 
the beetle, whose antler-like 




Stag beetle: protection from European insect dealers 


jaws are said to resemble an 
ancient samurai's helmet 

The king of the beetle world 
often ends life being dissected 
by scientists or as a curio on a 
mantelpiece. Growing up to 
7cm long, it may look fero- 
cious but offers pathetic resis- 
tance to poachers. 

The antlered creature is 
attracted by light so hunters 
need only find a colony, wait 
until dark, and switch on a 
torch. 

The stag beetle, regarded as 


rare or in decline across most 
of Europe, is protected in sev- 
eral countries, including Ger- 
many and Switzerland. 

Valerie Keeble, general 
manager of the People's Trust , 
for Endangered Species, yes- 
terday welcomed any moves to 
protect the beetle, which is 
almost entirely confined to the 
south of England. 

“We often see stag beetles 
advertised on the internet and 
we are keeping a (dose eye on 
the situation,” she said. 


Europe today 

Northern and eastern Scandinavia 
will be very cold with sunshine and 
scattered show showers. Southern 
Scandinavia will see more persistent 
snow and rain. Eastern Europe will 
see snow flurries in the north but 
the south will remain mostly dry. 
Much of central and western Europe 
including Germany, France and the 
Alpine states will stay mostly dry 
and cold with plenty of good sun- 
shine. The Mediterranean will be 
very unsettled with rain or showers 
across most parts. Only the extreme 
east will stay dry. The rain will tend 
to be heavy with downpours across 
Italy and Greece and will extend into 
the Balkan States. 

Five-day forecast 

Eastern Europe will have further 
snow. Scandinavia will also have 
more snow before the end of the 
week. Central Europe will be dry and 
cold with frost and fog until rain and 
snow moves in from the west over 
the weekend. The Mediterranean will 
be unsettled and showery. 
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No other airline flies to more cities 
around the world. 
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Cota trarrt A. A. wind speod/n KPH - 

Situation ar rrucktay. Temowaturaa maximum (or day. Rxecasls by PA WeatherCentre 

un 2 Cardiff Fair 3 Frankfurt Fair 2 Madrid Cloudy 13 Rangoon Sun 35 

Mr 8 Casablanca Shower 19 Geneva Far 0 Majorca Cloudy 17 Reykjavik Snow -3 

air 4 Chicago Fair 2 Gibraltar Thunder 17 Malta Fair 19 Rio Sun 33 

air 1 Cologne Fair 4 Glasgow Shower 8 Manchester Fair 8 Rome Shower 13 

rer 23 Dakar Sun 25 Hamburg Fair a Manila Fair 31 S. Frsco Fair 15 

ter 19 Dallas Fair 11 Helsinki Snow-10 Melbourne Sun 27 Seoul Fair 2 

un 34 Delhi Sun 24 Hong Kong Ram 15 Mexico City Sun 25 Singapore Thunder 31 

air 2 Dubai Shower 25 Honolulu Thunder 27 Miami Fair 22 Stockholm Snow -2 

an 3 Dublin For 8 Istanbul Rain 12 Milan Fair 9 Strasbourg Fair 1 

tat 3 Dubrovnik Rain 13 Jakarta Thunder 32 Montreal Fair -2 Sydney Fair 23 

un 24 Edinburgh Farr 9 Jereoy 7 Moscow Snow-10 Tangier Shown 1 7 

ler 29 Para Shower Id Johannesburg Far 28 Munich Fair 1 Tel Aviv Far 23 

Karachi Sun 28 Nairobi Thunder 28 Tokyo Fair 10 

Kuwait Shower 20 Naples Shower 14 Toronto Fatr 1 

L Angelas Fair 16 Nassau Shower 25 Vancouvar Shower li 

Las Riknas Fair 25 Rev/ York Rain 3 Venice Stiff 8 

Lima Shower 29 Nice Fair 14 Vienna Sun 1 

U$bon Shower 16 Nicosia Fair 18 Warsaw Snow -1 

London Fair 8 Oslo Snow -3 Washington Rain 9 

Lux.bounj Fair 1 Paris Fair 4 Wetingion Fair 22 

Lyon Fair 6 Perth Sun 27 Winnipeg Fair 2 

Madeira Showier 19 Prague Fair -1 Zurich Far 1 
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Shower 8 
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Cloudy 17 
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Abu Dhabi 

Fair 26 

Belgrade 

Fair 4 

Chicago 

Fair 2 
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Thunder 17 
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Fair 19 

Rio 
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Sun 34 

Benin 

Fair 1 

Cologne 

Fair 4 

Glasgow 

Shower 8 

Manchester 

Fair 8 

Rome 
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Thunder 22 

Bermuda 

Shower 23 

Dakar 

Sun 25 

Hamburg 

Fair 4 

Manila 

Fair 31 
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Amsterdam 

Fair 4 

Bogota 

Thunder IS 

Dallas 

Fair 11 

Helsinki 

Snow-10 

Melbourne 

Sun 27 

Seoul 

Athens 

Rain 17 

Bombay 

Sun 34 

Delhi 

Sun 24 

Hong Kong 

Rain 15 

Mexico City 

Sun 25 

Singapore 

Atlanta 

Cloudy 5 

Brussels 

Fair 2 

Dubai 

Shower 25 

Honolulu 

Thunder 27 

Miami 

Fair 22 

Stockholm 

B. Aires 

Fair 22 
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Dublin 

Fair 8 

Istanbul 

flam 12 

Muon 

Fair 9 

Strasbourg 

B.ham 

Fa Jr 7 

C.hagen 

SJeat 3 
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More Than Just a Good Zipper. .. 
Our Advanced Architectural Products 
Are Changing The Face of The World 


Is the US stock market in record 
territory or not? The broadest mar- 
ket indicator, the S&P Composite, 
bas followed Europe to new heights 
this week, passing the 1000 mark for 
the first time. But the Dow Jones 
Industrial Average, still the most 
widely-followed benchmark, 
remains nearly 200 points or 2 per 
cent below last August's peak. 

The gap reflects the slowing 
growth of erstwhile investor favour- 
ites like Coca-Cola and McDonald's, 
as well as the lacklustre perfor- 
mance of energy stocks such as 
Exxon and Chevron, all of which 
are in the Dow. This points to the 
index's more serious shortcomings. 
The Dow is narrow. With just 30 
constituents, it covers a mere, fifth 
of the US market by capi talis ation. 
Its British equivalent, the FTSE 100, 
accounts for three-quarters of the 
UK market. The Dow is also 
increasingly unrepresentative of the 
US economy. It Is underweight in 
both technology stocks and finan- 
cials, which make up 30 per cent of 
the market It contains neither Intel 
nor Microsoft. And, most bizarrely. 
it is weighted by share price rather 
than market value. So price 
changes in a Si 00-stock like JP Mor- 
gan have a greater impact than 
ones in General Electric, which is 
more than 10 times as big. 

Publisher Dow Jones, which owns 
the brand, has recently tried to 
freshen it up with the launch of 
index-based options trading and a 
Dow-based investment trust. But 
unless it modernises the way the 
index is composed and calculated, 
the Dow risks becoming Irrelevant. 

Argos/GUS 

After three profits warnings in a 
year and a near halving of its share 
price. Argos was a sitting duck. 
And' the degree of opportunism in 
GUS’s £1.6bn ($2.7bnj bid is high- 
lighted by the target's lack of a 
chief executive - through illness - 
to lead its defence. It might have' 
staved off the attack by using its 
flush balance sheet to buy back 
shares. But, as with its late 
embrace of home shopping, Argos 
has been caught napping. The busi- 
ness is far from moribund, however. 
Its vahie-for-money offer is appeal- 
ing to shoppers, its stores are being 
modernised and there is potential to 
unlock from its catalogues. Hence 
speculation about a white knight - 
from either mail order players or 
retailers. 

But pockets will have to be deep. 
GUS has opened the bidding at 
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about 16 times Argos’s forecast 1998 
earnings. The target will not fall at 
this sub-market rating. But it is 
unclear whether GUS will be pre- 
pared to pay very much more. Cer- 
tainly, its mail order skills could 
significantly extend Argos's appeal. 
The Argos format could also bear a 
wider product range - gadgets from 
Innovations, which GUS has just 
bought, are an 

But Argos also needs tighter man- 
agement and hoe It is not so clear 
what GUS would bring. Lord Wolf- 
son. the ahniiman, has convincingly 
reset priorities at the shopping con- 
glomerate. But his influence has yet 
demonstrably to filter through all 
divisions of what used to be a Surly 
sleepy group. 

Energy Group 

Now PacifiCorp has raised its 
offer by 75p to 765p, Energy Group’s 
shares have jumped to factor in 
counter-bids worth just under 800p. 
This may be overdoing things. After 
stripping out tiie Peabody coal busi- 
ness. the implied exit multiple for 
Eastern - over seven times earn- 
ings before depreciation, interest 
and tax - is higher than recent 
regional electricity company deals. 
The sector has risen and Eastern’s 
higher growth warrants a premium. 
But, of the mooted bidders, only 
PacifiCorp has enough synergies to. 
pay this price without destroying 
value for its own shareholders. 

Given Energy's enterprise value 
of around £5.5bn, forecast 1998 
taxed profits, before interest, of 
about £400m imply a return to Paci- 
fiCorp of 7.2 per cent Using a cost 
of capital of between 7.5 and 8.0 per 
cent PacifiCorp hardly needs exor- 
bitant synergies to make the deal 


value-enhancing for shareholders. 
The fact it sees synergies worth 
£140m a year should give it a vital 
edge over Texas Utilities and 
Nomura. 

PacifiCorp ’s other advantage Is 
that it has already jumped through 
nearly all the regulatory hoops in 
the US and the UK. A highly-geared 
bid from Nomura or a bid from 
Texas that did not involve pre-sell- 
ing the Peabody business would 
expose Energy's shareholders to the 
risk that the regulatory clock would 
be set back again. Compensating 
them for that delay would surely 
raise the cost of the acquisition 
beyond what their shareholders 
should be willing to pay. 

UK lottery 

Richard Branson has scored a 
great publicity coup in his libel vic- 
tory - and the subsequent resigna- 
tions of both Guy Snowden, a_ direc- 
tor of Camelot, and Peter Davis,, the 
lottery regulator. But it would be 
wrong to jump to the co nclu sion 
that the Virgin chairman has 
proved his case that the lotfrny 
should be run on a charitable basis 
as he originally proposed. 

For a start, Mr Branson himself 
no longer wants the ch a l l en ge. Now 
that he is out of the picture, what 
chance is there of finding another 
dynamic entrepreneur wilting to 
give his time for free? More Impor- 
tant. the profit motive is not dirty 
but an important incentive for man- 
agements to perform, as Mr Bran- j 
son knows from his other business 
ventures. Charities can be amateur- 
ish. And, even with a charitable lot- 
tery, profit could pop up under dif- 
ferent guises - for example, 
through fat supply contracts. 
Despite the embarrassing verdict 
concerning Mr Snowden, Camelot 
seems to know how to run a lottery 
that chums out buckets of money 
for good causes. 

Now it is conceivable that Mr 
Branson's charitable lottery would 
have churned out even more. But 
he was not prepared to commit to 
that. In the original competitive 
bidding for the lottery licence, Cam- 
elot promised to hand 27V» per cent 
of what punters paid to the govern- 
ment’s good causes. The other six 
bidders promised between 21 % mid 
27*4 per cent Unfortunately, it is 
not known whether Mr Branson’s 
bid was near the top or the bottom 
of that range. 

Additional Lex note on 
Tate & Lyle, Page 20 



Those who tike things cold can relax -Bundy’s unrirall^ porrfbltoirf hey refrigerator amiponenis is helping che - - 

refrigerarion mdustry worldwide meet their needs. • ' 

In China. Bandy’s technology helps leading fridge and freezer manufacturers men global envmminaital requirements. In 
Europe, Bundy supplies afl condensers and evaporators for Electrolux chesr feesas. to India, Bundy is sole supplier of 
refrigandon condensos.to Whirlpool Nearer home, Bundy’s newWfrveline condenser- designed for appliances in 
spaces - fits nearly into Bcctroluxs 1998 pan-European projpanune. Thanks to Bundy, manufacturers everywhere can corf it. 
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Polymer Engineering. Each one is a cechnolo^cal and marker leader in its field. Together, theirspedaltet skills enable 
H Group to get the critical answers righr for its customers. WbridwideT 
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Deadline nears 

for CIC bids 

The mood Is hotting up in Paris as the deadline 
approaches for candidates to make offers for 
CIC. the French state-controlled regional bank- 
ing group. With up to seven candidates expected 
to bid, the feeling is more positive than in 1396 . 
when the former government was forced to can 
off the privatisation. Page 16 

MAH chairman says size itMtans stabflKy 

MAN. of Germany, nrto 
of Europe's biggest 
diversified engineering 
companies, is often 
regarded as a dinosaur. 
Yet ■RudolfRopprecht 
, (left), chfliTTWHTi, insis ts 
the dinosaur has plenty 
of life. Mr Rupprechl 
says the breadth of 
MAN'S activities - gtv : 
■tog it expected 1997-66 
. . sales of about DM23bn 

($ 12 . 6 bn) - provides stability, helping the com- 
pany to push into new markets and share tech- ; 
nologies between divisions. Page 17 

Asia carmakers running on amply 

Car sales in much of Asia have crashed as the 
financial crisis has' spread, in South Korea, 
Asia's second biggest market, vehicle sales fell 
about 9 per cent last year. Hyundai Motors, the 
country's biggest carmaker, expects the home . 
market to fail 25-50 per cent. Page 18 

Kuala Lumpur market-tries to catch up 

Malaysian shares recorded their largest one-day 
gain yesterday, rising by 93 per cent as Kuala 
Lumpur returned from itsweek-long holiday 
determined to catch up after neighbouring mar- 
kets rallied sharply- Page 34 
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Junk bond interest level reflects investor unease about Japanese banking system 

Sumitomo could pay 10% on securities 


By GSHan Tett in Tokyo 
and Edward Luca In London 

Sumitomo, one of Japan's 
largest banks, could have to 
pay a rate of interest of up to 
10 per cent on securities it 
plans to issue in a few days. 

The interest rate - equiva- 
lent to that charged by borrow- 
ers in the sub-investment 
grade or- junk bond market - is 
much higher than levels typi- 
cally paid "by Japanese banks 
on international markets and 
reflects investor unease about 
Japan’s financial system. 

~l cannot recall a Japanese 


bank paying anything close to 
these margins for interna- 
tional capital," said one 
banker in London. “This is a 
measurement of what has hap- 
pened to Japan in the last year 
or two." 

Sumitomo announced on 
Monday it was launching a 
$lbn issue of perpetual pre- 
ferred securities shares in the 
US. The money will be used to 
bolster its capital base and 
shield it from currency risks. 

The deal is being lead-man- 
aged by Goldman Sachs, the 
US investment bank, with Leh- 
man Brothers a co-manager. 


Pricing details are expected 
later this week. 

But investors and market 
traders say that the bank may 
pay up to 4 percentage points 
more than the Libor dollar 
rate - the rate at which Lon- 
don banks borrow from each 
other - or the equivalent of 4.5 
percentage points over US 
Treasury bonds. Sumitomo is 
considered one of the healthier 
Japanese banks. There are 
now fears that weaker groups 
could, face severe problems if 
they try to raise capital in 
international markets. 

Sumitomo officials insist the 


higher interest rate simply 
reflects the unusual nature of 
the deal. Other Japanese 
banks have issued such securi- 
ties before, but none has done 
so in dollars. The securities, 
which are to be issued through 
a US subsidiary, are backed by 
US Treasuries or other high- 
quality bonds. 

Sumitomo says it has 
decided to raise funds because 
perpetual preferred shares can 
be counted as part of the 
bank's tier one capital, which 
counts towards its capital 
requirements under interna- 
tional guidelines. 


The move has won praise 
from some banking analysts, 
who point out that it could 
provide a neat solution to the 
growing pressure on Japanese 
banks to raise capital ade- 
quacy ratios. James McGinnis 
of Dresdner Kleinwort Benson 
said: “This is a creative move. 
It should not be seen as a sign 
of weakness." 

But it has also aroused con- 
cern that the pressure on 
banks to raise their tier one 
capital before the end of the 
accounting year in March may 
be more acute than previously 
realised. This capital has been 


badly eroded recently because 
or falls in the value of the 
banks' equity portfolios. 

“I am shocked that a Japa- 
nese bank has to pay these 
kinds of rates, but it is a sign 
of the times," said a senior offi- 
cial at a Japanese bank in Lon- 
don. “Sumitomo cannot afford 
to wait until margins are more 
reasonable because it has to 
boost its capital before the end 
of the financial year in 
March." 

Brian Waterhouse, analyst 
at HSBC James Capel. said: 
“This is a very, very' expensive 
way to raise capital." 


Strike hits French exchange 


Matif traders 
in protest at 
electronic 
dealing terms 

BySwnerlskandarm London 
and Andrew Jack in Paris 

A strike, by self-employed 
traders protesting against 
reforms linked to the introduc- 
tion of electronic trading has 
disrupted Matif, the French 
futures and options exchange. 

Fewer than 100,000 contracts 
were traded on the first day of 
the strike an Monday and only 
133,000 contracts changed 
hands yesterday compared 
with an average 'daily volume 
of 275,000 during 1997. 

The strikers “locals'* who 
speculate with their own 
money - are concerned about 
the pliuued introduction in 
April of NSC-VF, the Paris 
bourse’s new screen-based 
trading system. 

Matif confirmed that some 
ftpdeis .htd.Jk* been present 
qp. tbe.teadfogfloor yesterday. 
It-said the dispute related to . 
the "financial teams on. which 
the locals would gain access to 
the electronic system and on 
changes to their legal con- 
tracts. . . 

It stressed that negotiations 
were continuing, and said it 
hoped a conclusion would be 
reached within a few days. It 
stressed that trie commissions 
paid by locals to the market 
authorities had been reduced 
by 20 percent for 1998 over the 
previous year. 

- Bankers in Paris said the 
effects of the strike were lim- 
ited because markets had been 
calm. The locals, however. 



Traders on the floor of .Matif. Fewer than 100,000 contracts were traded on the first day of the 
stake on Monday and only 133,000 yesterday compared with a daily average is 275,000. 


threatened to extend their 
action until Friday, when US 
economic data are due to be 
published. 

Data releases often cause 
swings in the markets. “If the 
markets become volatile after 
the figures and we cannot 
trade, a lot of people could get 
hurt.” said a trader at a large 
European bank in Paris. 

Locals are essential to the 
functioning of open outcry 
trading, where traders face 
each other on a large floor. 
They provide liquidity - the 


ability for investors and bro- 
kers to trade large amounts 
quickly and efficiently. 

Computerisation is part of 
Matifs preparations for Euro- 
pean economic and monetary 
union, which threatens to 
shrink the derivatives market 
by reducing currency and 
interest rate risk in participat- 
ing countries. 

Matif bas also merged with 
the Soci6t6 des Bourses 
Franchises, which runs the 
French stock exchange and the 
equity and index options mar- 


ket Monep. The introduction 
of NSC-VF is part of a strategic 
link with the Swiss and Ger- 
man exchanges, called Eurex. 
which alms to offer the three 
exchanges* products on a sin- 
gle electronic trading platform. 

On April 3, futures and 
options on the CAC 40 index of 
French shares will be trans- 
ferred to the electronic system. 
Matifs derivatives on bonds 
and short-term interest rates 
will also start trading electron- 
ically. but open outcry trading 
will be maintained. 


Shareholders 
back UBS over 
tie-up with SBC 


By William Hall in Zurich 
and Clay Harris in London 

Union Bank of Switzerland 
yesterday won overwhelming 
shareholder approval for its 
merger with Swiss Bank Cor- 
poration and tried to scotch 
rumours that had been circu- 
lating about the bank for the 
past month. 

UBS also revealed it bad 
SFrl.5bn (Slbn) of loans out- 
standing to Indonesia, Thai- 
land and South Korea, the 
countries most affected by the 
Asian financial crisis, but said 
it had made adequate provi- 
sions in its 1997 accounts. 

SBC said last week its loans 
to south-east Asia came to 
about SFrSQOm. It is expected 
to give more details about pro- 
visions today when its share- 
holders vote on the merger. 

Robert Studer. UBS’s outgo- 
ing chairman, said the bank 
expected to report a “slight 
technical loss" for 1997 since 
it had to carry SFr4.2bn or 
restructuring costs for the 
enlarged group. The new bank 
will be called simply UBS. 

Although most UBS share- 
holders backed the deal, yes- 
terday’s meeting was stormy 
with many small shareholders 
directing their frustration at 
Mr Stnder. 

Mathis Cabiailavetta. chair- 
man designate of the new 
bank, denied that the presence 
of five SBC people and only 
three UBS people on the new 
executive board meant UBS 
was being taken over by the 
smaller SBC. The aim was to 


maximise existing strengths 
and keep successful teams 
intact 

He said: “Given SBC's stron- 
ger international presence, we 
have largely assimilated its 
structure outside Switzerland, 
but in the home market, 
where our position is stron- 
ger, the UBS organisation has 
been adopted.” 

Mr Cabiailavetta said UBS’s 
London investment banking 
operations would suffer “par- 
ticularly extensive repercus- 
sions" and “considerable shed- 
ding of jobs". Acknowledging 
the “competitive edge” of 
SBC's Warbnrg Dillon Read 
investment banking subsid- 
iary, be said its teams would 
be kept in place and 
“reinforced with the best 
people from UBS". 

Although Mr Cabiailavetta 
gave no more information 
about UBS’s derivatives 
losses, he said an important 
objective of the new team was 
a “comprehensive policy of 
transparency to all parties 
involved". 

He dismissed rumours that 
both banks had lost huge 
numbers of clients. 

UBS executives are confi- 
dent that implementation of 
the merger will not be dis- 
rupted by the Swiss cartel 
commission's decision to 
undertake a full investigation. 
The enlarged group will start 
operating “immediately and 
effectively" as soon as the 
merger comes into force. 

Observer, Page 13 


Barry Riley 

Active managers and the 
megastock phenomenon 



So much for 
the “January 
effect". It origi- 
nally referred 
to New Year 
outperformance 
by small capi- 
talisation 
stocks. But this 
year the relative advance of 
the huge market companies 
has continued remorselessly. 
In the UK the FTSE 100 index 
of blue chips outperformed the 
FTSE Small Cap index by 3.6 
per cent in January (and by 
another 11 per cent on Mon- 
day this week), while in the US 
the S&P 500 beat the Russell 
3000 by 2.6 per cent. 

We are seeing panic baying . 
as fund managers struggle to 
gain exposure to a dwindling 
group of global megastocks 
that show an inconvenient ten- 
dency to merge with each 
other and buy back their 
equity. 

Most institutions have 
tended to underweight tire big- 
gest stocks in the long tens, 
but. this has proved to be a 
serious mistake in the past 
two or three years. The anti- 
size bias has handed the prises 
to the index-trackers; so that 
in us mutual funds, for exam- . 

pie, the S&P 500 trackers out- 
performed .the average equity 
fund by some 8 percentage 
points last year. In the UK the 
Footsie trackers were 7 per- 
centage points ahead of the 
average domestic equity unit 
trust - . 

Active managers face 'some 
fundamental derisions. Market 
concentration is changing 
their theoretical framework. 
This Is seen most dramatically 
in the UK, . where Glaxo Smith- 
Kline alone could represent 


nearly 12 per cent of the Foot- 
sie (and 9 per cent of the All- 
Share index). 

If you assume one or two big 
finan cial sector mergers will 
takn place this year, the top 
dozen stocks by capitalisation 
could soon represent 50 per 
cent of the Footsie. Moreover, 
just three sectors - financial 
services, -utilities and pharma- 
ceuticals - already account far 
more than 50 per cent of this 
index. Oils make up another 10 
per cent 

There Is more diversification 
in the US, which also boasts 
an important technology sec- 
tor. But the same pattern of 
growing concentration and 


The relative 
advance of the 
large market 
companies has 
continued 
remorselessly 


outperformance by the biggest 
stocks applies. A recent study 
by the consultants Frank Rus- 
sell showed that US growth 
managers had undeiyerf o nned 
Russell’s 1000 Growth index by 
450 basis points annually over 
three years. 

The theory underlying active 
portfolio management is that 
there is enough choice of 
uncorrelated stocks and 
enough price inefficiency to 
enable good managers to add 
value. This is more credible 
among medium-sized and 
smaller stocks, which is 
why many active managers 
have chosen to overweight 


these tiers of the market. 

Far many years, it was also 
possible to argue that smaller 
cap stocks offered better 
growth prospects than the 
lumbering and unwieldy large 
companies. But this has not 
been true In the 1990s. Last 
month Elroy Dimsou and Paul 
Marsh, the two London Busi- 
ness School academics who 
publicised the positive small 
company effect in the UK some 
10 years ago, concluded that 
the effect had turned negative, 
and for sound reasons related 
to investment fundamentals. 

This poses a big problem for 
fund managers. Can they make 
rational, value-adding judg- 
ments about heavily traded 
and intensively analysed mar- 
ket leaders? The evidence is 
that they c ann ot. So should 
they market-weight them and 
focus on the smaller stocks to 
add value? Maybe, hut they 
would have to give up a lot in 
fees. Yet if they baulk at such 
a tough decision, their clients 
may make it for them. 

It Is hard to abandon old 
truths. Big corporate bodies 
used to be thought of as ineffi- 
cient, ugly and, ultimately, 
unmanageable. Perhaps they 
still are: examples of the risks 
run by large global companies 
are the Far East derivatives 
losses at UBS and the alleged 
plagiarism scandal at Reuters 
in the US. 

But the megastocks have 
changed their image; and they 
have certainly changed their 
behaviour. Bull markets no 
longer bring forth a flood of 
new paper. Indeed, buybacks 
by UK companies promise to 
exceed new equity issues in 
1998. That is tough if you are 
underweight 


This announcement appears as a matter of record only 


fehmorv 1998 


£55,000,000 


Buyout of 

Fairey Hydraulics Limited 
by 

\ ) 

v . I 

V; •/ 

fhl 

\/ A Claverham Company 


Led, arranged and negotiated by 

CANDOVER 


Equity provided by 

Funds managed by Candover Partners 


Senior Debt arranged and underwritten by 

Bank of Scotland 



Issued by Candover Partners Limited, 20 Old Bailey. London EC 4 M 7LN Regulated by IMRQ. 
Telephone 01 71 4B9 9848 Fax 0171 246 5463 
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COMPANIES AND FINANCE: EUROPE 


Norwegian equity portfolio bids invited 


EUROPEAN NEWS DIGEST 


By Tim Burt in Stockholm and 
Jane Martinson In London 


The Norwegian central bank 
yesterday launched an interna- 
tional bid contest in the fund man- 
agement industry by seeking ten- 
ders for equity portfolios on behalf 
of the NKrlMbn ($15.1 bn) Govern- 
ment Petroleum Fund. 

Up to 100 fund managers are 
expected to submit bids for the 
active equity management and 
enhanced index management busi- 
ness, due to be awarded later this 


year. 

The advertisement of the tenders 


through the internet, and the size 
of the funds, is expected to attract 
a wide range of managers. 

The announcement follows last 
year's decision by the Norwegian 
government to shift up to 50 per 
cent of the petroleum fund from 
foreign government securities to 
international equities. 

Last month, the Financial Times 
revealed that Chase Manhattan of 
the US bad been appointed global 
custodian of the fund, which is 
expected to be worth NKraTObn by 
the end of 2001. 

State Street Bank & Trust, of the 
US. and the UK's Barclays Global 


Investors have emerged as the 
fund’s two senior global index 
managers, although the central 
bank has so far declined to c onfir m 
their appointments. 

Yesterday, the hank said that up 
to 25 per cent of its equity invest- 
ments would be handled by 
enhanced index managers or active 
equity investors. The remainder 
would be restricted to index man- 
agement. 

The minimum size of the portfo- 
lio offered under the enhanced 
index mandate has been set at 
$100m. and $50m for active 
mandates. 


The former is likely to benefit 
managers which specialise in quan- 
titative management techniques 
using computerised models to beat 
the index. This type of fund man- 
agement is considered to be a more 
cautious method than the tradi- 
tional active style. 

US groups such as JJ>. Morgan, 
State Street, Capital International 
and Putnam, and Europeans such 
as BGL could benefit from the gov- 
ernment’s relative aversion to risk, 
although each manager is expected 
to he carefully considered. 

One Industry analyst said the 
first round of tenders was likely to 


go to those managers considered to 
be more cautious. However, once 
the new system was accepted in 
Norway, the mandates could 
become more “adventurous". 

. Of the total portfolio to be hid 
for, the central bank has allocated 
half the assets to investments in 
Europe, 30 per cent to North Amer- 
ica and 20 per cent to. Asia. . 

Knut Kjaer. director of invest- 
ment management at the central 
bank, yesterday reminded would-be 
managers that government regula- 
tions stipulated that the petroleum 
fund should not own more than'.l 
per cent of any one company. 


Bull reveals 
strong advance 


Lukoil 
arm buys 
51% of 
Petrotel 


Healthy appetite seen for CIC sale 

T he mood is heating up This time, everyone has 
in Paris as the Febru- learned lessons from the 
ary 23 deadline experience. J. P. Morgan, the 


Groupe Bull, the French computer company, yesterday 
announced a strong improvement in net profits but 
acknowledged that its operating performance was similar 
to 1996. According to preliminary figures released last 

night, net profits In 1997 climbed 60 per cent from 

FFr376m a year earlier to FFr6p3m ($9S.75mX The 1996 fig- 
ure took into account a one-off loss linked to the restruct- 
uring of personal computer businesses. Operating profit 
was FFr743m, down from FFrTSOm. The figures were 
achieved an turnover marginally ahead at FFr24. 6b n, 
against FFr23.4hn. Full results will be published later this 
mrmt-h DauidOvxn. Paris 


■ ELECTRICAL ENGINEERING 

Schneider sees 60% rise 


By Anatol Lieven 
in Bucharest 


Lukoil Europe, the 
subsidiary of the Russian oil 
giant, yesterday bought a 51 
per cent share of the Petro- 
tel refinery, Romania’s third 
largest, from the State Own- 
ership Fund (SOF). The 
S800m price tag includes 
investment commitments. 

The deal marks Lukoil’s 
first important purchase In 
south-eastern Europe and 
the first big Russian Invest- 
ment in Romania since the 

fall of muimriTiicm 

The Romanian govern- 
ment hopes it win also be a 
first step to Romania becom- 
ing a key route for oil from 
the new fields of the Cas- 
pian Sea. 

Sorin D imi tri n, SOF chair- 
man, said the deal was 
“unexpectedly good” for 
Romania. 

Last August, Petrotel’s 
heavy debts forced the gov- 
ernment to place it on the 
list of plants to be closed. 
The decision was suspended 
after worker protests in the 
nearby city of PIolestL 

Romania has had little 
luck with the privatisation 
of its oil refineries, which 
were over-developed under 
the communist dictatorship 
of Nicolae Ceausescu and 
are heavily In debt 

A group of Russian busi- 
nessmen last month bought 
the small Vega refinery, but 
plans to sell Petromidia, 
Romania’s biggest refinery, 
are faltering. 

A key to the Lukoil deal Is 
the Russians’ commitment j 
to supply Petrotel with i 
crude oil. Petrotel has 
annual capacity of about ; 
4.2m tonnes. Lukoil expects j 
to supply 3m tonnes of this 
from its own fields, with the 
rest coming from Romania. 

Lukoil said it would use 
most of Petrotel’s produc- 
tion to supply its own small 
network of petrol stations in 
Romania, Bulgaria and Mol- 
dova, and its ship-refuelling 
bunkers In Turkey. The rest 
would be exported to west- 
ern Europe. Lukoil is consid- 
ering expanding its network 
into Yugoslavia If the eco- 
nomic situation there 
improves. 

At present, more than 90 
per cent of Lukoil's crude oil 
production comes from 
Siberian fields. 


T he mood is heating up 
in Paris as the Febru- 
ary 23 deadline 
approaches for candidates to 
make offers for CIC. the 
French state-controlled 
regional banking group. 

The "data room" of finan- 
cial information on CIC has 
now been closed, and rival 
bidders are finalising their 
analyses and holding dis- 
creet meetings with the 
hank's executives, French 
civil servants, regulators, 
unions and journalists to 
push their arguments. 

With up to seven candi- 
dates expected to bid, and 
the possible tender price ris- 
ing fast, the feeling is far 
more positive than in late 
1996, when the former 
centre-right government of 
Alain Juppe was forced to 
call off the privatisation. 

Last time, just two bidders 
- the French banks Soctefe 
General e and Banque Nat- 
ional de Paris - made it as 
far as the state privatisation 
commission. It rejected the 
former because the bid was 
too low, included a complex 
securitisation and was 
heavily wrapped in condi- 
tions. 

The BNP bid, worth 
FFrlObn ($l.63bn) for 100 per 
cent of the shares, would 
have left GAN, the state- 
owned Insurer which con- 
trols CIC. with a heavy capi- 
tal loss in its accounts. It 
brought CIC's employees 
onto the streets to protest, 
and was denounced by Bern- 
ard Yonncourt, the then 
chairman, as a "death sen- 
tence". 


This time, everyone has 
learned lessons from the 
experience. J. P. Morgan, the 
privatisation adviser, has 
allowed bidders greater ini- 
tial access to CIC’s financial 
information and included in 
the offer conditions details 
of state guarantees and 
accounting adjustments to 
cover problems that are 
unearthed. 

Dominique Strauss-Kahn. 
the economics, finance and 
industry minister, has 
placed great emphasis on 
consultations with CIC’s 
unions. He has stressed that 
the group - which includes 
11 different regional banks - 
must retain its decentralised 
structure, and said he 
wanted to encourage staff to 
buy shares. 

But above all, the percep- 
tion of the French banking 
sector has improved sharply. 
The imminent approach of 
the single European cur- 
rency, the wave of recent 
mergers among finan cial ser- 
vice groups across the conti- 
nent, and the shrinking 
number of alternative ways 
of acquiring market share in 
France have helped whet the 
appetite of bidders. 

French banks have under- 
gone restructuring and 
largely digested the costs of 
excessive property lending 
in the late 1980s and early 
1990s. CIC’s own accounts 
have been redressed, and 
the group is expected in 
March to report net income 
of more than FFrlbn for 
1997. albeit with substantial 
provisions against the Asian 
crisis, where it has a 



munities, mean that another 
group of bidders may be 
seen more favourably: those 
which carry almost no risk 
of duplication with existing' 
domestic banking networks 
and which will therefore not 
need to cany out any signifi- 
cant restructuring. 

So there is the Dutch hank 
ABN Amro, already present 
in France hut with little 
retail presence, and which 
has recruited Mr Yonncourt, 
former CIC chairman. . And 
Gdndrale de Banque, the Bel- 
gian bank in which the 
French group Suez-Lyon- 
nalse des Eaux has a stake. 


Schneider, the French electrical engineering group, ■ 
expects to report a 60 per cent improvement in annual 
profits from FFrl.32bn in 1996 to more than FFr2. lbn 
IS344m). Didier Praeau-Valencieime. who is soon to stand 
down as chairman, made the disclosure as 1997 sales of 
FFr17 4hn were announced. He said operating income was 
expected to cTfmh 25 per cent to about FFrSbn. 

David Owen 


CARS 


Ferrari reports record sales 


Dominique Strauss-Kahn: March decision promised aponmxo 


total exposure of over $lbn. 

It should be no surprise 
that the 1996 bidders have 
come back again. Daniel 
Bouton, chairman of Soci£t& 
Gfin&ale. argued this week 
that with the French market 
“blocked by nationalised and 
mutualist banks", CIC 
offered a good way to buy 
market share. 

He claimed that his and 
BNP's “centralised" 
approaches were best, in 
contrast to other bidders 
which would “juxtapose 


structures and tensions at 
each level". 

His remarks were targeted 
at bidders such as Credit 
Mutuel, a mutualist regional 
banking network, and Crfidit 
Commercial de France, 
which responded by stress- 
ing their great expertise In 
manag in g decentralised net- 
works such as CIC. 

However, political con- 
cerns. particularly at a time 
of high unemployment and 
concern about the economic 
health of France’s local com- 


F inally, there is Dexia, 
formed by the merger 
of Credit Local de 
France and Credit Commu- 
nal de Belgique, which has 
as a result diversified out- 
side both its national bound- 
aries and its more restricted 
original specialist lending 
activities. 

Mr Strauss-Kahn has 
promised a decision by the 
end of March. Whoever wins, 
the outcome is likely to be 
good news for the French 
taxpayer, with a far higher 
price for CIC than in 1996 - 
and much closer to the 
FFri5bn at. which the hank 
is valued in GAN’S accounts. 

The only question is 
whether an acquirer with 
few overlaps with CIC and 
therefore less need to cut 
staff will really contribute to 
the necessary long-term 
restructuring of the French 
banking sector. 


Ferrari, Italv’s motoring icon mounting a vigorous chal- 
lenge to win the 1998 Formula One motor racing world 
champ ionship, yesterday reported record sales for 1997 
and revenues topping JLLQOObn ($556m) far the first time - 
In its50-year history. The company, owned by the Fiat 
automotive group, aian said p ro fi t s had shown strong • 
growth last year, although It did not give figures. 

Sales of its Grandtnrismo commercial sports cars rose 
6.1 per cent last year, with new registrations totalling 
3,581 cars, compared with 3313 in 1996. The US remained 
the company's biggest sing le market, absorbing 8®5 cars, 
or 223 per cent of the total. The next largest markets for 
new Ferrari sports cars were Germany (6(E cars), the UK 
(421 cars), Italy (391 cars) and Japan (287 cars). The com- 
pany said it sold a record number of cars last year in Ger- 
many. the UK, Japan, Spain and Australia. 

Ferrari said last year's record commercial performance 
reflected the sweeping changes carried out in the produc- 
tion processes as well as in its international sales and ser- 
vice network over the past five years. The return of Ferr- 
ari to the top level of Formula One racing also helped 
commercial sales last year. 

The company yesterday appointed Paolo Marinsek to its 
board. The 47-year-old former Fiat group senior manager 
is to take over at Ferrari as chief executive in charge of 
the company’s Ctemdturismo commercial sports car activ- 
ities. The company's Formula One racing activities run by 
Jean Todt will continue to report directly to Luca di Mon- 
tezemolo, Ferrari chairman. Paul Betts, Milan 


SPAIN 


Bank sells supermarket stake 


Andrew Jack 


Fauchori delicatessen 
agrees sale to Waldo 


By David Owen 
in Paris 


Fauchon. the luxury 
delicatessen that has grown 
to become one of the most 
famous names in French 
gastronomy, is set to change 
hands. 

The company disclosed 
yesterday that Martine Pre- 
mat. its current owner, had 
entered a conditional agree- 
ment to sell control to 
Scci6t& Waldo, a Paris 
investment bank. 

The disclosure said the 
conditions had to be fulfilled 
within three months, but 
contained few other details. 
It said Waldo, which is man- 


aged by Laurent Adamowicz, 
had assembled a group of 
investors to make the acqui- 
sition. 

Fauchon. founded in 1886, 
purveys truffles, foie gras 
and the like to a particularly 
well-heeled clientele from 
Place de la Madeleine, a gas- 
tronome's goldmine in the 
heart of Paris. 

Yvonne De Gaulle, wife of 
Charles, the former French 
president, is said to have 
been a regular visitor. 

The group also has an 
extensive network of distrib- 
utors and franchisees in 30 
countries. 

According to one spokes- 
woman, the company made 


profits of FFrSm ($982,600) in 
the year to March 31 1997 on 
turnover of FFr296m. 

Overseas sales accounted 
for FFrl23m of this, with 
Asia said to be the top 
export destination. 

The company attributed 
yesterday's decision to the 
need to find additional 
capital to finance new 
development. 

Mr Adamowicz for his 
part, was keeping a low 
profile yesterday, but his 
entry tn Who's Who includes 
spells with International 
Playtex, Paribas and 
Rothschild. He also attended 
Wharton Business School in 
the US. 


Schroders to 
advise Poland 
on phone float 


Banco Bilbao Vizcaya, the Spanish bank, said yesterday it 
had sold its 5.04 per cent stake in supermarket group Can- 
trnente for Ptal499bn ($97m) to a group of institutional 
investors, of Which 30 were domestic. BBV said the sale of 
4^36m shares, at Pta3,10Q each* was carried out through a 
block .trade -after the market's close on Tuesday. r 
‘ BBV said it would remain an important shareholder in 
Continents parent Promodds, in which it is the second 
largest single shareholder, with a 6B per cent holding. 

AFX News, Madrid 


DISPOSALS 


P&G explores opportunities 


By Christopher Boblnaki 
in Warsaw and Vincent 
Boland in London 


INTERMARKET FUND 
SICAF 

Z, Boulevard RoyaL, Luxembourg 
NOTICE 


Notice is hereby given that an Extraordinary General Meeting of 
shareholders shall be held at 69. route d'Esch. Luxembourg on 13th 
February, 1998 at 10.00 a.m. for the purpose of considering the 
foD owing agenda: 


1 . To resolve on the liquidation of the Company 

2. To appoint a liquidator 

In order to deliberate validly on the items of the agenda, at (east 50% 
of the shares issued must be represented at the meeting, and a 
decision in favour of the resolutions must be approved by 
shareholders bolding at least 2/3 of the shares represented at the 
meeting. 

Proxy forms are available at the Fund's registered office. 


In order to be valid proxies duly executed by shareholders should be 
mailed 10 Banque Internationale & Luxembourg, jit Mis Dupont. 69. 
route d'Esch. L-2953 Luxembourg so as to be received the business 
day preceding the Meeting at 5.00 p.m- at the latest. 


l-lbsal Landes 

SsH Kredtbank 

1 ) Baden 

\ — ' Wurttemberg 

Landeskreditbank 
Baden- Wurttemberg 

US$200,000,000 
Subordinated floating rate 
notes due 2003 
Notice is heteby given that the 
notes will bear interest a 
5375% per annum from 
4 February 1998 to 4 August 
1998. Interest payable on 
4 August 1998 will amount to 
USS27.02 per USS 1,000 note 
and US$27024 per USS1 0,000 
note and USS2.702.43 per 
USSmOOOnote. 

Agent: Morgan Guaranty 
Trust Company 


EURDFMR 


European Company for the 
Financing of Railroad Rolling 

Stock 


! rTL300, 000,000, 000 
Floating Rate Note 
, due 1998 


Notice is hereby given that 
fcr the interest period 4 
February 1998 to 4 May 1998 
the notes tall cany an interest 
rate of 5.89844% per annum, 
interest payable cm 4 May 
1998 will amount toITL 72,911 
per ITL5.000,000 and 
m.7Z9.II3perfTL50.00a.000 
note. 


Agent: Morgan Guaranty 
Trust Company 


By order of the Board of Directors 


JP Morgan 


JP Morgan 


BARING STRATTON 
INVESTMENT TRUST pic 


Schroders, the London-based 
investment bank, was yester- 
day chosen by the Polish 
government to advise on and 
arrange the flotation this 
year of the country’s state 
telephone operator. 

After one of the most hotly 
contested tender processes of 
recent years, Schroders won 
the mandate to privatise 
Telekomunikacja Polska 
(TPSA) with Powszechny 
Bank Kredytowy, against 
competition from consortia 
led by Goldman Sachs, 
HSBC and Credit Suisse 
First Boston. 

The mandate is for the 
sale of 15 per cent of TPSA's 
existing equity and a new 
share issue. 

The government plans to 
float a total of 20 per cent of 
the company on domestic 
and international stock 
exchan g es in a transaction 
worth up to $2bn. It will be 
Poland’s largest equity offer- 
ing to date. 

The competing hanks 
slashed their fees to boost 
their chances, poshing the 
overall level of fees to below 
1 per cent of gross proceeds 
- a new low for European 
privatisation mandates. Fees 
averaged about 2.5 per cent 
of gross proceeds last year 
but have fallen below 2 per 
cent in recent months. 

The state treasury, which 
ran the tender for the 
adviser and arranger, did not 
give reasons for its choice. 
But Shroders carried out a 
pre-privatisation study of. 


TPSA, and was also global 
co-ordinator last year for the 
flotation of Bank Handlowy, 
a big Polish bank. 

Schroders' proposals are 
understood to include a suc- 
cess fee of 1.83 per cent of 
gross proceeds of the inter- 
national tranche of TPSA's 
share offer, and 0.1 per cent 
of the domestic offer. It also: 
proposed a fixed fee equiva- 
lent to $3.2m for preparing 
the flotation.' 

The government has said 
it wants the prospectus 
ready by the middle of the 
year, with the offer and 
stock exchange . listings 
planned for the autumn. 

Fee levels in the banks’ 
proposals appear to have 
reflected their assessment of 
the risks involved in a pro- 
cess which could attract 
resistance from unions in 
TPSA worried about job 
losses, and nationalist politi- 
cians eager to maintain state 
control of the enterprise. 

Some of the banks pro- 
posed high fixed fees paid 
regardless of the success of 
the transaction, and a lower 
success fee. The Polish gov- 
ernment In common with its 
counterparts elsewhere in - 
Europe, was known to have 
placed a high priority on 
keeping the cost of floating 
TPSA as low as possible in 
order to head off political 
opposition to privatisation. . 

TPSA will have a market 
capitalisation of $10bn If the 
sale of the 20 per cent stake 
raises as much as hoped. 
The listing will almost dou- 
ble the size of the Warsaw 
. Stock Exchange, which has a 
market value of about $l2bn. 


Procter & Gamble is considering the sale of its NapiSan 
and Milton brands, which were obtained through the 
acquisition of Richardson- Vicks in 1985 and which are 
sold in parts of Asia and Europe. 

The group said yesterday that it was exploring selling 
the brands as part of its strategy to focus on products that 
offered the best long-term strategic opportunities. Napi- 
San is a laundry additive, originally positioned as a prod- 
uct for the disinfection of cloth nappies. Milton is an addi- 
tive used for sterilising baby feeding equipm ent 

Any sale would, include trademarks, formula specifica- 
tions, advertising and, in some markets, manufacturing 
equipment - AFX News, New York 


FINLAND 


Amer refutes Atomic sale reports 


Amer, the Finland-based sports equipment company, said 
yesterday it had "no intention” of selling its Atomic com- 
panies after reports- appeared that it was seeking a buyer 
for the lossmaking operations. The company said in OcttF 
ber that Atomic’s operations “had. been clearly in the 
red”, and that losses for 1997 would be much heavier than 
inl996. 

The company said yesterday: “Atomic’s poor perfor- 
mance has clearly been disappointing. However, Wilson - 
has been performing better than expected as has Amer 
Tobacco. The group’s results will clearly improve com- 
pared with 1996, and the results will not materially differ 
from Information provided by the group in October.” 

AFX News, London 


■ SWISSCOM SELL-OFF 

Cantonal banks win lead role 


Switzerland’s 24 cantonal banks have been chosen over 
Geneva’s private bankers to play a leading role in the 
forthcoming partial privatisation of Swisscom, the state- 
owned teleco mm uni cat ions company. The car»t<> n ft i 
banks, which control 18 per cent of Swiss bank assets, 

have been picked as joint lead managers of the Swiss- 

tranche of what will be the biggest flotation in Swiss 
stock market history. 

The decision to upgrade their role follows the planned 
merger of UBS, Switzerland’s biggest h ank anH Swiss 
Bank Corporation, the third biggest This reduces the 

number of big banks in Switzerland from two to three 

The cantonal banks will work alongside the other two 
lead managers. SBC Warburg Dillon Read and Credit Sut 
sse First Boston, in marketing Swisscom shares to Swiss 
cIients - William Hall. Zurich 
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resume making 
A-Class model 


By John Griffiths 
in Amsterdam ■ 

Production of the revamped 
version of Merced as-Benx's 
A-Class car model will start 
next Monday, allowing 
150,000 units of the contro- 
versial vehicle to reach cus- 
tomers thin year, according 
to Dieter Zetsche, a board 
member of the German auto- 
motive group. 

He was speaking on the 
eve of the Amsterdam Motor 
Show. 

The decision to resume 
volume production follows 
an engineering overhaul »nit 
a series of market surveys 
to assess the potential dam- 
age to A-Class sales, and 
Mercedes-Benz's Image, by 
the car's failure in the now 
infamous "elk" manoeuvra- 
bility test late last year. 

While the first of the sur- 
veys. conducted in all 
Europe's main markets, 
showed considerable concern 
about the A-Class, results 
from the most recent, 
received only four days ago, 
"showed that more than go 
per cent consider that Mer- 
cedes’ reputation for safety 
Is secure and . that the 
A-Class will be a big suc- 
cess'', said Dr Zetscha. 

The surveys have now 
been dropped and Mercedes- 
Benz expects A-Class output 
to top 200,000 in 1998. 

• Mercedes-Benz's commer- 
cial vehicles division expects 
to lift global sales by at least 
10 per cent tbls year, bund- 
ing on its return to the black 
in 1997 after nearly a decade 
of losses. 

The division Is now on 
course to meet s target of a 
12 per cent return an capital 
by 1999 after increasing unit 
sales last year by 20 per 
cent, to 417,000 trucks, vans 
and buses, according to Kurt 
i .auk , Daimler-Benz manage- 
ment board member . 

He was speaking at the 


launch of a naw medium- 
duty truck range, the Atego, 
In which Mercedes-Benz has 
invested gLSbn. 

It replaces the 18 -year-aid 
-LK series, one of the most 
successful vehicles in the 
company's history. Some 
300,000 LKs have been 
add. 

The Atego, which spans 
the strategic &6 tonnes to 26 
t onn es sector, represents one 
of the most impor tant ele- 
ments of a product offensive, 
under which all Mercedes' 
truck ranges over six tonnes 
will have been renewed by 
the end of this 'year. 

Last year's DM39bn 
($2l.4bn) turnover from 
commercial vehicles was 
a record for the company, 
the world's biggest truck 
maker. This represented an 
increase of 24 per cent on 
the previous year and had 
resulted in profits "In the 
range of a three-digit million 
figure”, said Mr Lank. ' 

The precise 7 figure, how- 
ever, will not be released 
until AprlL - 

Profitability is also being 
helped by cost-cutting mea- 
sures, which will have saved 
DM330m by the end of this 
year. They are allowing the 
new truck range' to be sold i 
at similar prices to the out- I 
going model, in aplte of ! 
much greater technical j 
sophistication, according to 
Mercedes-Benz; 

Production at Mercedes' 
Wflrtb plant in Germany is 
lo be at the rate of 28,000 
units a year, with the 
vehicles on sale In most 
European countries by the 
and of ibis year. 

Additional revenue has 
also begun flowing from the 
launch In North America of 
-Sterling, a new truck name- 
plate for Mercedes to go 
alongside its Frelghtllner 
brand, which Is the heavy 
truck market leader In the 
.region. 


Dresdner adds 
fo Spanish arm 


By Tom Bums in Madrid 

Dresdner Bank, Germany’s 
second biggest, has under- 
lined its global ambitions by 
strengthening Its Madrid 
Investment unit to capture a 
slice of the growing Spanish 
corporate acquisitions mar- 
ket in Latin America. 

The group, yesterday 
announced the outright pur- 
chase for an undisclosed 
sum of Kleinwort Benson 
Iberfomentb, a Madrid finan- 
cial firm in which Kletawart, 
Dresdner's merchant bank- 
ing unit, took a 50 per cent 
stake in 1991. ‘ 

Jaime Carvajal, Iberfo- 
mento's founder who will 
become chairman of Dresd- 
ner in Spain, said the trans- 
action reflected the increas- 
ing volume of Spanish 
investment In Latin Amer- 
ica. It was also a sign of 
Dresdner’s Interest In 
Europe's growing capital 
markets business. 

Under Bernard Walter. Its 
new chairman. Dresdner has 
outlined a growth strategy 
in its investment banking 
business which focuses on 
expansion in areas such as 
Latin America. 


Banco Bilbao Vizcaya and 
Santander, Spain's two domi- 
nant banks, and the tele- 
coms group Telefonica, have 
already spent about USIlObn 
acquiring assets in Latin 
America. Endesa, the big 
domestic power group, and 
the oil company Rapsbl have 
earmarked some $8bn for 
investment in the region 
over the next five years. 

Latin America absorbed 48 
per cent of Spanish direct 
foreign Investment last year 
and Spain was the European 
Union’s biggest Investor in 
the region. 

Dresdner, which has a 
presence In Latin America 
as Dresdner Bank. Dresdner 
Kleinwort Benson and as 
Dresdner Bank Lateinamer- 
fltfl, has already worked with 
Spanish companies In the 
region. 

in Brazil. Dresdner Klein- 
wort Benson last year acted 
as adviser to a consortium 
led by Spain's Gas Natural 
in the acquisition of a gas 
business privatised by Bio de 
Janeiro. It also advised the 
state of Bahia on the sale of 
an electricity group to a con- 
sortium led by Spain's Iber- 
drola. 


Rival seeks 
fresh talks 
on Roland 
acquisition 

ByPaterManh 

Heidelberger Drachma- 
•chines of Germany, the 
world'* biggest maker of 
printing equipment, Is keen 
to restart talks on acquiring 
part of Boland, the finan- 
cially troubled division of 
MAN, the German engineer- 
ing group. 

The discussions would 
form part of Heidelberger 1 * 
plan to bufid Its interests in 
newspaper printing technol- 
ogy, where it Is weak. The 
company believes its large 
Investment* In digital mint- 
ing techniques - could be 
transferred easily to news- 
paper systems. 

. The loss making Boland Is, 
with Chicago-based Goss 
Graphic Systems, one of the 
world’s two biggest makers 
of newspaper presses. 

Heidelberger has already 
discussed buying Goss, a 
privately owned company 
which was until just over a 
year ago part of Rockwell, 
the US Industrial group. 
However Goss has said It is 
not for sale. 

. Last year's talks about 
Roland involved Hartmut 
Mehdorn, Heidelberger 
chairman, and Rudolph 
Rupprecht, ' chairman of 
MAN. 

Although Mr Rupprecht 
concluded It did not make 
sense for MAN to sdl all or 
part of Roland,. Mr Mehdorn 
has not ruled out Roland 
forming part of his plan to 
boost HeUMbergaris DM6bn 
(|8.3bn) annual sales 
through a move Into news- 
paper systems. 

Heldelberger yesterday 
announced net profits up 15 
per emit to DM3 12m for the 
months to December on 
•ales ahead 37 per cent to 
DM4Jbn. 

MAN'S . Roland division 
last year had sales of 
DM2.5bn and showed a net 
deficit of DM115m - the 
sixth successive year of 
losses. 

KLM hit 
as profits 
disappoint 

By Barbara Smtt 
in Amsterdam 

KLM shares tumbled in 
Amsterdam yesterday after 
the Dutch airline reported 
much lower than expected 
third-quarter profits. 

However, net profits for 
the three months ended in 
December reached FI 46m 
($22m), compared with a 
loss of FI 7m the previous 
year. The airline confirmed 
Its forecast that fall-year 
results would exceed record 
net income of FI 547m two 
years ago, excluding 
extraordinary Income of 
about 8810 m for the sale of 
Its 19 per oat stake In US 
partner Northwest Airlines. 

Most analysts had pre- 
dicted that tUrd-qnarter 
profits would be about twice 
the re po r ted figure. Richard 
Brakenhoff, transport ana- 
lyst at Kenxpen & Co, said: 
It seems that the manage- 
ment's enthusiasm after the 
second quarter was some- 
what exaggerated." 

KLM said it had started to 
feel the Impact of the Asian 
crisis since December. Sales 
for the quarter rose to about 
FI aJSm, against FI 2-6bn. 


Big can be beautiful, says MAN 

Despite investor doubts, engineering group’s chairman pleads benefits of size 

A s one of Europe's big- HAM says, and it will move in 

gest diversified engi- 
neering companies, 
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The Bond of Dlrmore 
F.sroiutuxH S.A. 


A s one of Europe's big- 
gest diversified engi- 
neering companies, 
covering tanks to steel- 
works, MAN of Germany la 
often regarded as a dinosaur. 
Yet Rudolf Rupprecht, chair- 
man, insists the dinosaur 
still has plenty of life. 

Mr Rupprecht says that 
the breadth of MAN’S activi- 
ties - giving it expected 
1997-98 sales of about 
DM23tm (Sl2.62bn) - provide 
stability, helping the com- 
pany to push into new mar- 
kets and share technologies 
between different divisions. 

Although MAN has 
recently paid attention to 
investors' wishes to see 
more focus, by reshuffling 
some of its operations, Mr 
Rupprecht says of his 26- 
year MAN career: “I have 
got to know a lot of these 
[separate MAN] businesses 
rather well I don't have any 
problem in being ln charge 
erf all of them.’’ 

That Is not how many 
Investors see things. Since 
early 1994, the company's 
shares have underperformed 
the German DAX stock 
index by 47 per cent. 

Much of the investor angst 
has centred on the sprawling 
nature of MAN’s business 
empire - which Includes 
chemical reactors, compo- 
nents for Europe's Arlane 
space rockets and open-cast 
mining Bystems. Besides 
being Europe’s third biggest 
tmekmakar. after Mercedes- 
Benz and Iveco, MAN owns 
Roland - we of the world's 
two falggaet makers of news- 
paper printing presses. 
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Rudolf Rupprecht: weighs 
risks and advantages 

The group - which began 
in 1758 - makes buses and is 
the world’s largest supplier 
of technology behind large 
marine diesel engines. It has 
a 51 per cent stake ln SMS. a 
world leader ln continuous 
casting of steel. 

Also under the MAN 
umbrella is Rank, which 
makes transmissions for 
tanks and other vehicles, 
plus the DM5bn-a-year Fer- 
rostaal subsidiary, which 
builds bridges and nininmfog 
nuclear plants. Mr Rup- 
precht acknowledges outsid- 
ers’ concern over whether 
one company can manage so 
many disparate businesses. 
But he says: “We have not 
faTlfm from heaven. We have 
developed over the past 200 
years. Each division con- 
tains a mixt ure of risks and 
advantages." 

Recently. MAN'S stock has 
been hit by worries about 
the company's potential 
exposure to the economic 
turmoil in south-east Asia. 


But Mr Rupprecht says that 
only 7 per cent of MAN'S 
sales depend directly on 
Asia-based customers. 

He Is sticking to projec- 
tions two months ago that 
sales for the year ending in 
June will grow at between 6 
and 10 per cent and that 
earnings wifi grow some- 
what fester, implying that 
pre-tax profits will come in 
at more than DM530m. 
against DM493m last year. 

While MAN Is hardly a 
favourite In the Investment 
community, the company Is 
not without admirers. 
Gideon Franklin, an analyst 
at Morgan Stanley, says it 
contains some "undiscovered 
gems”, while Olaf Tfllke, of 
Merrill Lynch, believes the 
company's manufacturing 
breadth will make it among 
the first to benefit from an 
expected upswing ln the 
European economy in the 
final years of this century. 

In recent months, there 
have been rumours about a 


possible break-up. Late last 
year a series of reports 
linked MAN'S truck activi- 
ties - which provide a third 
of its Bales - with Volkswa- 
gen. However Mr Rupprecht, 
who moved Into the top job 
at MAN just over a year ago 
after running the truck divi- 
sion, rules out any sale: 
“Trucks are an Integrated 
part of the company.” 

Mr Rupprecht Is similarly 
emphatic about the possibil- 
ity of selling all or part of 
the Roland division, which 
has lost money for the past 
six years. However, Heidel- 
berger Druckmaschinen, the 
acqulsltlon-minded German 
printing group which is the 
world's biggest maker of all 
types of printing machines 
but is weak ln newspaper 
systems, Is keen on further 
discussions, ln spite of being 
rebuffed last year. 

Mr Rupprecht is confident 
that Roland has turned the 
corner; the losses will be 
sharply reduced this year, he 


says, and it will move into 
profit ln 1998-99. 

Efforts to sharpen MAN’S 
focus include an Interest in 
selling off peripheral parts of 
Its empire - which could 
include, for Instance, activi- 
ties in dvll engineering and 
materials handling. MAN 
has left areas such as rolling 
stock and steam turbines. 

MAN has also recently 
made the salaries of its top 
few hundred managers at 
least partly dependent on 
targets, '"ibis shows we are 
interested in meeting con- 
cerns about shareholder 
value," says Mr Rupprecht. 


W hile the company's 
sales are split 
fairly equally 
between Germany, the rest 
of Europe and the rest of the 
world, only a quarter of 
MAN's 62,000 employees are 
outside Germany. Mr Rup- 
precht says this is likely to 
rise to about 35 per cent over 
the next five years, from just 
21 per cent in 1996, partly 
because of other countries’ 
lower production costs. 

A key area is eastern 
Europe, where three months 
ago MAN'b truck division 
agreed a new venture ln 
Belarus with MAZ, the state- 
owned truckmaker. The ven- 
ture will produce trucks in 
Belarus for eastern and 
western Europe, while MAN 
has similar plans for bus- 
manufacturing in Russia. 

Peter Marsh and 
Frederick 
Studemann 
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- 1 Opportunity halfway around the world is sometimes 

Aiia Pacific hard to recognize. When Taiwan-based Pacific Electric Wire 

Wire & Cable ' 

Cfepociukui &. Cable wanted to cake their international manufacturing 

.. 1 operations public in the U.S., they turned to Bankers 


ibt on the NYSE 


ABankerslrust 


Trust. Because we understand both global and local 


Las .■* . - 3 business dynamics, we were able to structure a deal that 

addressed both the issuer’s and the investors’ concerns. Together, we were able 
to devise an attractive structure at a time when small cap stocks were not in 
vogue. Then, by recommending New York-based advisors, a big-six accounting 
firm, and a filing schedule similar to that of U.S. corporations, Bankers Trust 
added an important sense of familiarity to a precedent-setting transaction. This 
positioned the IPO in a way that allowed investors on the NYSE to feel as 
comfortable with Asia Pacific Wire & Cable as with a company down the street. 
To discuss your global and local banking questions, please contact us. 


k Bankers Trust 

Architects of \Mue 
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COMPANIES AND FINANCE: THE AMERICAS 


C&L Chilean firm joins A Andersen 


AMERICAS NEWS DIGEST 


By Jim KeKy In London and 
Imogen Mark in Santiago 


The Chilean practice of Coopers & 
Lybrand has defected to Arthur 
Andersen - the first global signal 
that the mergers among the Big 
Six firms could have far-reaching 
consequences, especially in emerg- 
ing markets. 

Jim Wadia, global managing 
partner of Arthur Andersen, said 
yesterday he was lo ok i n g at a fur- 
ther five such d eals - one of which 
would catapult Arthur Andersen 
from sixth to second position in the 
national market involved. 


C&L's Chilean firm - Langton 
Clarke - will take to Arthur Ander- 
sen 450 professional staff, more 
than 25 partners, and annual reve- 
nues of more than S30m in the first 
significant defection to follow 
global merger announcements. 

It is also understood that 14 part- 
ners from the Chilean member firm 
of Deloitte Touche Tohmatsu - 
another of the non-merging Big Six 
firms - is to join Langton Clarke, 
eventually becoming part of 
Arthur Andersen's Chilean organi- 
sation. 

In theory the combined firm 
would be a market leader but may 


lose clients due to conflicts of 
interest 

The Langton Clarke deal is not a 
purchase. Its partners will move 
across to Arthur Andersen and 
earnings will be adjusted on an 
annualised basis. There Is no good- 
will payment and Arthur Andersen 
will take on existing leases. 

Regulators in Brussels and 
Washington are considering merg- 
ers announced by C&L and Price 
Waterhouse, and KPMG and Ernst 
& Young. All 138 member firms of 
C&L had voted for the merger. 

The last round of global mergers 
in the late 1980$ saw some frag- 


mentation among the Big Six 
firms. The mergers are unlikely to 
be derailed by such moves unless 
they involve big practices such as 
the leading US or European firms. 

It is unclear what precipitated 
the switch but Arthur Andersen, 
which is not seeking a merger, has 
been hopeful that it will pick up 
disaffected practices around the 
world. 

There are indications that Lang- 
ton Clarke may have been dissatis- 
fied with the merger because of 
Price Waterhouse's dominance in 
parts of South America. The firm 
specialises in inward investment 


from Spain - a country where 
Arthur Andersen is extremely 
strong. 

C&L sought to play down the 
move pointing out that the Ch ilean 
firm already had close relation- 
ships with Arthur Andersen which 
had no offices In Chile but which 
put work through C&L. It is under- 
stood no other C&L firm has such a 
relationship. 

“There should be additional 
opportunities to significant 
strategic acquisitions of practices 
and to attract top professionals as 
a result of these mega-mergers,” 
said Mr Wadia in London. 


PD VS A takes 
refinery stake 


PepsiCo rises 
to $446m in 


final quarter 


By Richard Tomkins 
in New York 


PepsiCo, the US soft drinks 
and snacks company, yester- 
day reported a sharp 
increase in fourth-quarter 
results as a recovery in Us 
international soft drinks 
business helped offset a 
slowdown in snacks. 

Net profits from continu- 
ing operations rose from 
$198m to $446m. excluding 
Pizza Hut. Taco Bell and 
KFC restaurant operations 
which were spun off as Tri- 
con Global Restaurants in 
October. 

Earnings per share, fully 
diluted, rose from 13 cents to 
29 cents, in line with ana- 
lysts' expectations. 

The figures benefited from 
comparisons with a quarter 
in which PepsiCo's interna- 
tional soft drinks business 
was reeling from the effects 
of a failed attempt to attack 


Coca-Cola in some of its 
strongest markets. 

International soft drink 
volumes fell in the first half 
of 1997, but began to recover 
in the second as Pepsi -Co la 
International switched its 
focus to emerging markets 
and regained a foothold in 
Venezuela, where Coca-Cola 
had captured its main bot- 
tler. 

Fourth-quarter operating 
losses from international 
beverages shrank from 
$397m to $16m. But the 
recovers' was partially offset 
by a decline in profits from 
the North American soft 
drinks business, which 
reported a fall in operating 
profits from $328m to $268m. 

PepsiCo said the decline 
was caused by heavy invest- 
ments in the North Ameri- 
can business, including the 
cost of introducing the blue 
look for the Pepsi brands 
and expanding the sales 



Whirlpool 
helped by 
European 
operations 


Petrdleos de Venezuela (PDVSA). the state oil company, is 
to acquire a 50 per cent stake in a 500,000 b/d refinery 
owned by Amerada Hess, the US ofl company. PDVSA is 
to pay f825m over 10 years for its share in the joint vmi- 
ture company. Under a long-term supply contract. Vene- 
zuela will provide half the refinery’s crude oil require- 
ments. Over the past few years Venezuela has bought into 
a number of US refining ventures and service s tation 
to secure a guaranteed market for its crude oiL . 
T5ie Amerada plant in St Croix, the Virgin I s lands , 
can produce 175.000 b/d of petrol which meets strict US 

environmental standards. . F ■ , 

Raymond Cotitt, Caracas, and Robert Corztne. fxmaon 


■ CONSUMER PRODUCTS 

Colgate-Palmolive lifts volume 


By Nikki Tait in Chicago 


Taste-good factor emerging markets helped PepsiCo’s revival in international soft drinks ap 


team to pursue new soda 
fountain business. 

The snacks business, 
which bad previously been 
one segment of PepsiCo's 
business that could be relied 
upon to deliver strong 
growth, also stumbled. 

Operating profits from 
North American snacks rose 
from $405m to $429m: profits 


from international snacks 
edged ahead from $120m to 
$l22m. 

PepsiCo said international 
salty snack volumes rose 10 
per cent, but international 
snack profits were hit by the 
cost of several long-term vol- 
ume building initiatives. 

Top line growth was slow, 
with revenues ahead only 3 


per cent to $6.3bn. For the 
year, revenues rose 3 per 
cent to $20.9bn and net prof- 
its from continuing 
operations rose from $942m 
to $l.5bn. 

Roger Enrico, chairman 
and chief executive, pre- 
dicted a year of “solid” earn- 
ings per share growth in 
1998. 


Sprint slides 20% 
as Airtouch gains 


Brinson confirms 
PDFM autonomy 


By Richard Waters 
in New York 


Sprint, the third largest US 
long-distance telephone company, 
registered a 20 per cent fall in after- 
tax profits in the final quarter of last 
year as it ploughed investment into 
its new wireless and international 
business. 

However, the company's core 
long-distance business once again 
notched up faster growth than its 
bigger competitors, AT&T and MCI 
Communications, and it recorded a 
substantial improvement in operat- 
ing profit margins in this business 
during the quarter. 

Airtouch. the biggest pure wireless 
carrier in the US, recorded a jump in 
net earnings for the final months of 
1997, reflecting results from invest- 
ment in building networks in the US 
and elsewhere which had held back 
earnin gs before. 

Sprint said its investment in 
Sprint PCS. a joint venture building 
a national wireless service in the US, 
produced losses equivalent to 36 
cents a share during the period, com- 
pared with 10 cents a year before. 


The network so far covers a third of 
the US population and has nearly lm 
customers. Sprint said. 

Investments in Global One, an 
international joint venture with the 
largest French and German carriers, 
cost 14 cents a share, up from 5 cents 
in the 1996 quarter. 

Other new developments, such as 
internet access and the development 
of competitive local services, cost 13 
cents a share, up from 5 cents. These 
costs left Sprint with net income of 
$195m. or 45 cents a share. 

The company’s latest figures were 
underpinned by solid long-distance 
revenue growth of 6£ per cent, to 
$2.3bn, while operating income 
climbed by 23 per cent, to $3I6m. 

Meanwhile, Airtouch recorded 
operating revenues of $1.3bn in the 
final quarter of 1997, up 18 per cent 
from a year before. Operating cash 
Dow jumped by 48 per cent to 9408m. 
taking the total for the year to 
Sl.Thn - ahead of the Sl.Sbn target 
the company had set 

Airtouch's after-tax earnings rose 
to $97m, or 19 cents a share, from 
Sl4m, or 3 cents a share, a year 
before. 


By Wilfiam Lewis in New York 


Gary Brinson, head of the newly 
formed fund management arm of 
Swiss Bank Corporation and Union 
Bank of Switzerland, has confirmed 
his decision to grant PDFM, its UK 
asset management operation, auton- 
omous status. 

Mr Brinson has also invited Paul 
Meredith, chief executive of PDFM. 
to join the executive committee that 
will run the fund management 
operations of the merged Swiss 
banks. "PDFM will continue to oper- 
ate as it has with the same manage- 
ment structure," Mr Brinson told the 
Financial Times. He said that Mr 
Meredith. Tony Dye, chief invest- 
ment officer, and others “will con- 
tinue to run it just as they always 
have". 

However, the other fund manage- 
ment operations of SBC and UBS are 
to be fully integrated into SBC Brin- 
son, the Chicago-based fund man- 
ager that ran SBC's institutional 
asset management business. 

Mr Brinson said that transition 
teams were currently being put 
together. He expects to announce 


soon the structure of what will be 
one of the world’s largest asset man- 
agement operations, with approxi- 
mately $335bn of institutional assets 
under management The operation’s 
name was still being decided upon, 
Mr Brinson said. But PDFM, man- 
ager of approximately $98bn, is to 
revert to its pre-UBS name of 
Phillips & Drew. 

In recent years. London-based 
PDFM has shown poor performance, 
but most of its pension fund clients 
have remained with the company in 
the expectation that it will soon 
improve. “Their clients have been 
quite clear in articulating the reason 
why they have their affiliation with 
PDFM," Mr Brinson said. 

However, he added that if “some 
way down the road” PDFM clients 
indicated that they were keen to 
become clients of the global SBC- 
UBS merged asset management busi- 
ness, “then me. Tony [Dye] and Paul 
[Meredith] would work to accommo- 
date the clients”. 

Mr Brinson said PDFM executives 
would now report directly to him 
rather than to UBS banking head- 
quarters in Switzerland. 


Whirlpool, the biggest 
manufacturer of large home 
appliances, posted a recov- 
ery in fourth-quarter earn- 
ings, helped by a bettor per- 
formance at its European 
operations and reduced 
losses from its Astan.Jolnt 
ventures. 

The company reported 
after-tax earnings of 365m 
from c ontin uing operations 
in the final three months of 
1997, up from $40m. Before 
one-off items, earnings .pm* 
share were 86 cents, com- 
pared with 53 cents. 

Sales for the period, were 
18 per cent higher, at 
$2.5bn, partly owing to the 
consolidation of results 
from Brazil’s Brasmotor 
group, in which Whirlpool 
recently doubled its stake to 
66 per cent 

The improved fourth quar- 
ter left Whirlpool’s full-year 
profits at 3238m against 
3175m, excluding one-off 
charges, on flat sales of 
S8J2lbn. After charges, prof- 
its were $92m in the fourth 
quarter, while for the full 
year there was a loss of 
315m. 

David Whitwam, chair- 
man, said efficiency gains 
and “strong shipments” led 
to a 13 per emit increase in 
final-quarter profits at core 
North American operations. 
But he added that appliance 
industry, shipments had:; 
been Oat last year, mainly 
because of slower air-condi- 
tioner sales, and forecast a 
“slight down t urn” in 1998. 

In Europe - where Whirl- 
pool went into the red two 
years ago - the company 
saw “solid operating profit , 
gains" and a sales. increase 
of more than 8 per cent in 
local currency terms In the 
final quarter. It expects the 
region to show a 2 per cent 
increase in sales in 1998. 

By contrast. Whirlpool’s 
Latin American profits 
declined in the fourth quar- 
ter and the full year, largely ‘ 
owing to the fall in the Bra- 
zilian appliance market. 

In Asia, where Whirlpool 
has joint ventures in India 
and China, the company 
remained in the red, bnt 
losses were reduced from 
1997 levels. 

Whirlpool shares rose $1% 
to 359%. 


Colgate-Palmolive, the US consumer products group, 
lifted unit volume 6 per cent in the fourth quarter, and 
said every division worldwide achieved solid growth. Its 
gross profit marg in continued to improve and overh ead 
ex paises were reduced. Net income increased 14 per cent 
to S206.4m and basic wnrUngs per share rose from 60 cents 
to 68 cents. Sales from continuing businesses were up 2 - 
.per cent to $24Jbn. This rise would have been 8 per cent if 
not for foreign currency weakness. 

Reuben Mark, chairman and chief executive, sa id' “The 
momentum in our global consumer brands is subst ant ia l , 
fuelled by sharp increases in advertising and new product 
launches- Almost a third of our sales are now from new 
products introduced in the past five years/* 

Agencies, New York 


■ TELECOMS EQUIPMENT 

Newbridge Networks shares slide 


Shares of Newbridge Networks fell mare than 20 per cent 
- or C$8.15 to C$29.35 - in early Toronto trading yester- 
day after the Canadian telecommunications equipment 
maker warned that sales of its time division multiplexer 
systems would be harmed by volatility in Asia and Latin 
America. It said net earnings for the third quarter to Feb- 
ruary l would be 72 per cent lower than expected. Ana- 
lysts had been expecting earnings of 25 cents, compared 
with last time’s 26 cents.- Scott Morrison. -Toronto 


■ PAPER 

Fort James takes $458m charge 


Fort James, the Virginia-based paper company formed by 
last year’s merger of Fort Howard and James River, yes- 
terday announced a restructuring charge of 3458m before 
tax to cover 2£Q0 job losses, or 8 per cent of the work- 
force. It predicted annual savings resulting from the 
merger of 3200m. The charge includes 3235m to cover 
plant closures. It said last month it would close its two 
smallest US tissue paper mills, in Wisconsin and New 
York. . 

F.Trinriin p the charge, the company announced results 
for the fourth quarter which were better than those 
recorded by most companies in the sector. Operating prof- 
its incressed 15 per cent to $242 -3m. 

John Anthers. New York 


■ ELECTTRiCAL EQUIPMENT 

Emerson Electric ahead 11% 


Continued strength in Latin American markets and some 
improvement in Europe helped Emerson Electric, the US 
ma n ufacturer of electrical and electronic products and 
systems, to an 11 per cent increase in after-fax profits, at 
$282^m, in the first quarter of its 1997-8 financial year. 
Sales in the three months to end-December were 12 per 
cent higher, at $3.l2bn. although the company said the 
underlying increase, excluding currency fluctuations, was 
16 per cent Earnings per share also increased 12 per cent, 
to 64 cents. Nikki Tait, Chicago 


■ CORRECTIONS 

Daewoo Motors 


The dollar value of debts at Daewoo Motors was wrongly 
stated In yesterday's FT as a result of an editing error. 
The correct figure was $2.9bn. 


Cisco Systems 


A graphic in yesterday’s FT wrongly stated the and 
income of Cisco Systems. Sales in 1995 were $1 .98b □ and " 
in 1997 were S6.44bn. Income in 1995 was $42lm and in . 
1997 was $1.05bn. 


Crisis leaves carmakers running on empty Turmoil fuels 



Asian 

aftershocks 


C ar sales in much of 
Asia have crashed as 
the financial crisis of 
recent months has spread. 
Motor manufacturers inside 
the region - and those out- 
side - have quickly felt the 
impact. 

The extent to which 
demand is falling differs 
across the region, depending 
on the relative health of 
national economies and 
exchange rates. But most 
manufacturers are feeling 
the pinch, curbing produc- 
tion and investment in antic- 
ipation of leaner times. 

Japan, by far the region's 
biggest car market, is the 
one least affected. Demand 
for care started to soften in 
April, well before the crisis, 
after a rise in local sales tax. 

New registrations in the 
country fell 3.8 per cent to 
4.49m last year, and this 
year looks little better con- 
sultants DRI/McGraw-Hill 
expect a further 1,5 per cent 
drop to 4.43m, while the 
Economist Intelligence Unit 
forecasts a rise of just 50.000 

units to 4_55m. 

Prospects in South Korea, 
Asia’s second biggest mar- 
ket, are much bleaker. Total 
vehicle sales fell about 9 per 
cent to 1.05m units last year 
on the back of saturation 
and limited choice. 

With the economy now in 
spasm, prospects are poor. 


Mong-Gyu Chung, chairman 
of Hyundai Motors, the coun- 
try's biggest carmaker, 
expects the home market to 
fall 25 per cent “at best" and 
40-50 per cent "at worst”. 

Thailand. Malaysia and 
Indonesia promise little bet- 
ter. Thailand’s financial tur- 
moil has already prompted 
some Japanese carmakers to 
halt local production to pre- 
vent unnecessary stocks. 

Genera] Motors, of the US. 
which is building a new 
plant, has frozen construc- 
tion. Jack Smith, chairman, 
says GM will have to intro- 
duce a smaller, cheaper 
vehicle as purchasing power 
crumbles. 

Japan's motor industry, 
already tightening its belt 
after April's decline, is 
retrenching further in 
response. Companies such as 
Toyota. Nissan and Honda 
are budgeting for lower 
direct exports to neighbour- 
ing countries and reduced 
sales by the joint ventures 
they dominate in the region. 

Such joint ventures 
account for a substantial 
proportion of sales in Asia. 
Countries such as Indonesia 
and Malaysia, where tariffs 
and taxes make direct 
exports prohibitively expen- 
sive. oblige foreign manufac- 
turers to assemble locally. 

Hie Japanese also stand to 
lose because of a likely 
decline in royalty payments 
and revenues for technology 
transfers from the new car- 
makers they have nurtured 
in the region. Malaysia's 
Proton has grown thanks to 
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Mitsubishi; Timor of Indon- 
esia is dependent on Korea's 
Kia; while Samsung Motors. 
Korea’s latest market 
entrant, owes its skills to 
Nissan. 

Yet in spite or their expo- 
sure. the outlook for the Jap- 
anese is not bleak. Some 
manufacturers plan to use 
the lower yen to boost 
exports to the US and 
Europe. 

Korean carmakers, by con- 
trast. are more exposed. 
Domestic demand has 
plunged more deeply than in 
Japan. Oversupply will be 
exacerbated by Samsung's 
debut as a carmaker in 
March. And. like the Japa- 
nese, the Koreans will be hit 
by weaker regional exports. 

The country's carmakers 
are also exposed because of 
their heavy borrowing to 
finance new capacity in the 
region, either directly or 


through joint ventures. 
Many projects will now be. 
scrapped or at least frozen. 
Hyundai's deal to build care 
in Indonesia with Biman- 
tara. controlled by one of 
President Suharto's sons, 
has been suspended. 


T he deal for Kia, the 
Korean brand rescued 
by the government 
last October, to supply cars 
and technology to Indones- 
ia's Timor looks even less 
secure. 

Timor Is Indonesia's 
“national'' car company, con- 
trolled by another presiden- 
tial son. The company enjoys 
massive tax and tariff advan- 
tages over rival marques. 
This month, the Indonesian 
authorities announced those 
privileges would be 
rescinded under the reforms 
agreed with the Interna- 
tional Monetary Fund. 


Malaysia, which also has a 
“national” car programme, 
is similarly trimming its 
sails. Both Proton, the big- 
gest of the "national” 
brands, and Perodua. its 
more recent counterpart, 
face big problems: both 
depend on the depressed 
home market, and neither 
has extensive exports. 

For European and US car- 
makers, the crisis offers 
risks and opportunities. 
European luxury brands, 
notably Mercedes-Benz, but 
also BMW and Volvo, are 
most exposed. All have local 
assembly operations, now 
mostly lying idle. 

By contrast, GM and Ford 
have focused on volume 
manufacturing. GM is back- 
pedalling In Thailand and is 
unlikely to sanction growth 
at its smaller Indonesian 
plant Ford says it remains 
commited to the Thai plant 


it has built with Mazda, the 
Japanese carmaker. it. con- 
trols. But executives, are 
wary of further investments 
in the region. 

However, all the western 
manufacturers, including 
components companies, may 
be considering acquisitions 
among their weakened rivals 
in the region. 

The first step was taken 
this week by GM. which 
agreed to enter talks on an 
alliance with Korea's Dae- 
woo Motors. Ford has not 
denied it may be interested 
in Kia, in which it holds a 
sizeable stake, at the right 
price. 


Haig Simonian 


This is the fourth in a series 
on the effects of the Asian 
crisis. Previous articles 
appeared on January 27, 
January 28 and January 30 


When Mohd Saleh Sulon g, 

- chairman of Malaysia's 
national carmaker Proton. 
arrived at the island of 
Langkawi for a recent meet- 
ing, the . local rental office 
was out of Protons. 

. None present dared be 
seen in the once obligatory 
Mercedes, given the authori- 
ties’ rallying cry to support 
Malaysian business daring 
the region's financial crisis 
and so the riwirma^ 'was 
forced to borrow a Proton 
.from one of the rental com- 
pany staff .to keep his own 
image intact 

Mr Sdeh . believes this 
resurgence of nationalism 
will serve Proton welL Bat 
even that, he admits, is not 
going to be enough to 
absorb all the shocks on the 
rough road ahead. Of all 
Asia's carmakers. Proton is 
one of the most- vulnerable 
to the regional dow ntur n. 

The price off imported - 
parts has been pushed, up by 
the . drop .of more tiuT» 40 in 
the value of the ringgit 
against the US dollar. 

. : Bat perhaps Proton’s big- 
gest obstacle is the sharp 
'.drop in domestic demand. 
There used to be a six- 
numth Waiting list to buy a 
Proton: bow they can be 
obtained in . a' day. 

.This is . largely because of 
difficulties- getting financing 
as the authorities have dis- 


couraged lending to curb 
rapid credit growth as bad 
loans mount 

Even without financing 
difficulties, Mr Saleh says, 
the economic slowdown 
would reduce domestic car 
sales by 30 per cent this 
year. But if those difficulties 
Persist “there is no telling 
how far the drop will be”. 

Mr Saleh hopes that as 
consumers become - more 
nationalistic and economi- 
cal, buyers will increasingly 
choose Proton. The group 
has a big advantage over 
imports which carry duties 
as Ugh as 350 per cent 

He expects Proton’s 
domestic sales will drop this 
year from 195,000 last year 
to 148,000 units, but hopes 
exports will expand from 
30,000 to 53,000. 

- If those sales targets are 
met Proton expects to stay 
above break-even. To make 
sure, it has delayed building 
a M$5.75bn (USS1.39bn) 
plant and town, dubbed Pro- 
-ton City, frozen. recruitment 
. ended overtime, reduced 
annual bonuses and frozen 
Pllf •; 

But even with these mea- 
sures, Mr Saleh is 'unsure tf 
Proton will hove rec ov ered 
sufficiently to withstand the 
breakdown of barriers to. 
foreign competition as 
planned. 

M 1 don't know whether, 
come the year 2003, we will 
he ready to open the mar- 
ket” he says. . ' ' 
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Mitsubishi warns of deeper losses 


By Mcttiyo Nakamoto In Tokyo 

Mitsubishi Electric, one of Japan's 
five largo integrated electronics 
companies, warned it woald incur 
a larger loss titan previously fore- 
cast because of deteriorating e-ondi- 
tions i n mo st of its main markets 
and a restructuring charge related 
to the closure of ite US semican- ’ 
ductor and consumer electronics 

facilities. . . - 

Hie group revised its forecast for 
tbe year to March to a Y70bh 
($552m) net loss rather than the 
YlObn net' loss previously forecast- 


It will be Mitsubishi's first consoli- 
dated net loss and compares with a 
net profit of Y8.5bn.last year. •. 

Sales are also expected to be 
lower at Y3J00bn, rather than the 
Y4,000hn previously forecast, and 
the company has lowered its pre- 
tax forecast to a loss of Y4Qbn 
rather than a Yffibn profit 
The revision comes after Mitsubi- 
shi announced It would end semi- 
conductor fabrication in the US by 
closing a line where it has been 
producing 4-megabit dynamic ran- 
dom access memory chips. 

The move is believed to be the 


first time a Japanese semiconduc- 
tor manufacturer has halted pro- 
duction overseas. 

Mitsubishi is also withdrawing 
from the production of analogue 
television sets overseas and is clos- 
ing a colour TV factory in the US. 
Another colour TV facility is also 
being closed in Japan. 

The net loss of Y70bn, which 
includes the cost of restructuring 
its US semiconductor operations 
and its TV business, is larger than 
analysts had anticipated. The 
group win not make an operating 

pr ofi t thig year. 


. Hiroshi Yoshihara. industry ana- 
lyst at Salomon Brothers in Tokyo, 
warned that Mitsubishi's move to 
take much of the costs of restruct- 
uring in one swoop, did not mean 
its problems were behind It. 

In order to make a pre-tax profit 
next fiscal year. Mitsubishi needs 
at least Y40bn to Y50bn in operat- 
ing profits. 

Given that it is probably incur- 
ring a loss of several tens of bil- 
lions of yen in its semiconductor 
business, the company's return to 
the black depends substantially on 
the semiconductor market. 


“There is still some uncertainty 
over the D-Ram market, so it is 
questionable whether the company 
has taken all the rot out," he said. 

Mitsubishi said sales of its PCs 
were also depressed. Japanese con- 
sumer demand remained sluggish 
throughout the year after an 
increase in the consumption tax 
and financial turmoil. 

A drop in air conditioner sales, 
pressure in audio-visual markets, 
which have suffered price declines. 
and sluggish cellular phone sales 
also damaged Mitsubishi's perfor- 
mance. 


Philippine Seven tests IPO waters 


Success could encourage others 
to take their plans off ice 


I nvestors will be watch-, 
ing one small company 
on the Philippine . Stock 
Exchange particularly 
closely today. - 
Philippine Seven Corpora- 
tion. the local unit of the 
7-Eleven convenience store 
chain, is due to hreak a nine- 
month duck in the initial 
public offer market with 
what appears to be fortunate 
timing. 

The return of institutional . 
investors to the region has 
helped the Manila market 
put on 21 per cent in the 
past week. However, ana- 
lysts say it is too early to say 
whether the IPO Isa genuine 
harbinger of good news. 

The company has not been 
immune from the effects of 
the Asian crisis. It had 
intended to raise up to 500m 
pesos . ($i£2m) through the - 
IPO, but that has been cut to 
207m pesos with an addi- 
tional 107m pesos coining 
from a private placement. At 
4.4 pesos a share,' the offer- 
ing is 9.5 times forecast earn- 
ings for 1996, compared with 
the market p/e multiple of 
12-14 times. 

BPI Capital, the group's 
underwriter, is not expecting 
19S8 to be a vintage year for 
IPOs. “But brokers and 
underwriters are keenly 
awaiting Philippine Seven's 
performance, " says Dennis 
Catalina, vice-president. “If 
it does well, it may rekindle 
interest." . 

Mr Catalina may be opti- 
mistic. Scan the list of. thfr lQ. ; 
local companies waiting to 
launch IPOs this year and 
there is one thing they have 
in comm car none makes any 
mention of dates. 

The absence of a dear 


timetable is a recognition of 
the brutal impact the 
regional currency and finan- 
- dal markets crisis has bad 
on investor sen timent Mar- 
. ket uncertainty also reflects 
another, mare fundamental, 
question mark over the 
country - presidential elec- 
tions in May. Sustained 
recovery from the market 
slump and an accompanying 
revival of IPOs is now core 
sidered iniiiVriy this side of 
the polls. . 

Teodoro Llmcaoco, manag- 
ing director of BZW in 
Manila, says: “You need for- 
eign' investors to come in, 
and local investors need to 
see that interest before they 
get in. With the regional tur- 
moil and Aler-Hrms hang in g 
over us, IPOs -will just have 
to wait” 7 

The road to raising capital 
on the stock market is 
strewn with such difficulties 
and the turmoil, on foreign 
exchange markets has 
pushed hanks' borrowing, 
costs to prohibitively high 
levels - prime lending rates 
have doubled to 30 per cent 
since July. As a result com- 
panies with, fund-raising 
plans are caught in a vicious 
squeeze, say analysts. 

After three years of break- 
neck loan growth, banks axe 
bracing themselves for a 
sharp rise in. non-performing 
loans. Analysts expect loan 
growth to be negligible this . 
year, compared with 45 per 
cent in the second quarter . 
last.y&tr and 24 per cent in . 
the third. This " and the oore 
timring trend of high inter- 
est rates amid Asian cur- 
rency turmoil mean some 
companies will struggle to 
access capital. - 



Late last year. Smart Com- 
munications, the country’s 
leadin g cellular phone opera- 
tor, announced it was defer- 
ring its IPO yet again 
because of unfavourable 
market conditi ons 
It originally intended to 
float more than a year ago 
and raise 5300m. That has 
since been halved to $l50m. 

S mart is fortunate, in 
having other options to 
raise funds. Its share- 
holders include Metro 
Pacific, the Philippine arm of 
Hong Kong-based First 
Pacific, and NTT. the Japa- 
nese telecoms carrier, which 
were prepared to inject $65m 
last summer and were subse- 
quently called upon to raise 
an additional $45m. 

Michael Lonergan, group 
chief financial consultant, 
says postponement has not 
hit the group operationally. 


“The target of 5300m was 
opportunistic because the 
market was buoyant and it 
would have given us a 
reserve fund to face consoli- 
dation in the industry," he 
says. “The point is we are 
not cur tailing any planned 
expenditure as a result of 
the delay." 

Hard on the heels of 
Smart’s withdrawal came 
the deferral by Macondray, 
the holding company with 
interests in food, packaging 
and consumer finance, of its 
L5bn peso IPO. In Septem- 
ber, Philippine Wireless, the 
paging company, also post- 
poned plans to float and 
raise Ibn pesos. 

. The short-term outlook for 
Philippine companies is 
fairly bleak, say analysts. 
Soaring interest rates are 
expected to take their toll, 
particularly on the over- 
heated property market. 


A survey released this 
week by Makati Business 
Club showed those anticipat- 
ing that interest rates this 
year would be higher than 
those in 1997 had risen from 
84 per cent to 91 per cent. A 
handful of companies have 
already announced they are 
in difficulties with loan 
repayments and analysts say 
more will emerge as the 
economy turns down and 
consumer spending tapers 
off. 

“The risk for JPOs now is 
excessive;," sal's the head of 
research at a foreign broker- 
age. “Prudent companies 
will decide to defer until 
later in 1998 or 1999. It is 
very possible that Philippine 
Seven may be the only one 
to get off this year. But, 
when conditions are right, 
the floodgates will open. 
There are a lot of companies 
waiting out there." 


Shougang advances despite oversupply 


By James Harding 
In Shanghai 

Shougang, one of China’s 
largest steelmakers, 
announced a modest 
increase in profits last year 
in spite of tougher market 
conditions in China, where 
steady growth in. production 
and slackening demand are 
depressing steel prices. 

The company, known for- 
mally as Capital Iron and 
Steel, recorded profits of 
Yn350m (542.3m) last year, 
up 7.9 per cent on 1996 prof- 
its of just over Yn324m. 
Sales were Yn36.4bn, accord- 
ing to a statement in the offi- 


cial state media. No compar- 
ative figure was given. 

Steel companies in China 
faced a more difficult operat- 
ing environment over the 
past year as slower-than- 
expected growth in the 
vehicle and construction sec- 
tors damped consumption 
growth just as steel supply 
increased and energy costs 
rose- 

yesterday's report in the 
ntiina Dally, the govern- 
ment-run newspaper, said 
the performance came “at a 
time when the price of 
domestic steel kept plunging 
and energy costs increased 
by a large margin”. 


Shougang calculated that 
the fall in steel prices over 
the year shaved Ynl50m off 
final profits, and the 
increase in energy costs in 
production cut profits by a 
further Yn304m. 

Luo Bingsheng. president, 
attributed the profits growth 
to capital restructuring, 
diversification and cost 
savings. Efficiency measures 
have cut the Shougang 
workforce by 185,000 in the 
past two years, according to 
the report 

Mr Luo said Shougang 
would focus od “new val- 
ue-added products in the 
years to come”, after techno- 


logical upgrades lifted sales 
by Yn330m- 

Tbe company gave no fig- 
ure for the decline in steel 
prices in China, the largest 
steel-producing country in 
the world, but output is con- 
tinuing to grow, with 
national steel production 
last year at 1 07.6m tonnes. 

Analysts in China said 
that steel prices fell by more 
than io per cent in 1997 and 
were expected to foil further 
this year, the government 
forecast that domestic sup- 
ply would continue to out- 
strip demand in 1998. 

Shougang is China's 
fourth largest steelmaker 


behind Baoshan Steel. Han- 
dan Steel and Wuhan SteeL 
It has listed a subsidiary in 
Hong Kong and is awaiting 
approval for a more substan- 
tial offering on one of Chi- 
na 's mainland stock 
markets. 

The Chinese steel industry- 
reported total profits of 
Yn2.3bn for 1997, but the 
figures mask heavy losses 
and widespread inefficien- 
cies in the hundreds of small 
and medium-sized steel busi- 
nesses. 

China's steel industry 
employs roughly 3m people, 
but output per worker is low 
by international standards. 


Satellite 
television 
groups 
to merge 

By Michiyo Nakamoto 
in Tokyo 

JSkyB and PerfecTV, the 
Japanese digital satellite 
broadcasters, have agreed to 
merge in April. 

JSkyB. whose main share- 
holders are News Corp, 
Sony, Softbank and Fuji TV. 
will be incorporated into 
PerfecTV. whose sharehold- 
ers include trading compa- 
nies Itochn. Sumitomo, Nis- 
sho Iwai and Mitsui. 

Shareholders in JSkyB 
will receive one share of 
PerfecTV's stock for each 
share of JSkyB stock. Koya 
Mlta. president of PerfecTV. 
will become president of the 
new company. 

The agreement comes just 
weeks before JSkyB was set 
to launch services in April 
and a little over a year since 
PerfecTV’s start. It high- 
lights the pressures facing 
satellite multi-channel ser- 
vice providers in Japan. 
Although the market is 
growing - revenues rose 
10.4 per cent to a record 
Y3.337.7bn (S26.3bn) in the 
year to March 1997 - the 
costs of setting up a 
multi-channel service are 
prohibitive. 

There are already seven 
large terrestrial TV stations 
with wide penetration, two 
public satellite channels 
with I2m-13m subscribers 
and a third satellite film 
channel. Four more digital 
channels are expected to be 
launched by 2000, when ter- 
restrial channels are also set 
to go digital. 

The merger also repre- 
sents a climb-down by 
Rupert Murdoch, News Corp 
chairman, who shocked the 
Japanese industry by 
announcing the launch of 
JSkyB and taking a stake in 
a Japanese broadcaster. 

Analysts welcomed the 
deal. “Given that it takes 
1.5m subscribers per service 
to make a profit, three plat- 
forms in the market would 
have been too many." noted 
Ynsuke Hasegawa. an ana- 
lyst at Nikko Research Cen- 
ter. The other prorider is 
DirecTV, a subsidiary of the 
US company. 

PerfecTV is believed to be 
heading for a pre-tax loss of 
about Y7bo this year, and 
had not been expected to 
make a profit on its own for 
another three or four years. 
Mr Hasegawa said. 


ASIA-PACIFIC NEWS DIGEST 


San Miguel 
raises prices 

San Miguel, the Philippine food and beverage group, 
yesterday announced an average 9 per cent rise in the 
price of its core beer brands to compensate for the weaker 
peso. The new prices "will help soften the impact of 
higher costs on the company, primarily of imported raw 
materials for brewing beer"! the group said. The peso has 
fallen to a low of 16.55 pesos to the dollar, compared with 
26.4 pesos to the dollar before the currency crisis swept 
Manila last July. Bienvenido Bautista, president, said San 
Miguel was still absorbing much of the increase in costs. 

Rachel Regala, analyst at lndosuez W. 1. Carr, forecast a 
decline in net income for 1998 to 2bn pesos. A further 
price rise this year was likely, she added. 

B shares in the group fell i.5 pesos to 57 pesos, follow- 
ing the news on Monday that First Pacific, the Hong 
Kong-based conglomerate, had ceased talks aimed at a 
takeover of the group. Justin Morozzi, Manila 

■ THAILAND 


SE suspends two bank stocks 

The Thai stock exchange suspended trading in shares of 
First Bangkok City Bank and Siam Commercial Bank yes- 
terday morning in what appeared to be a signal that the 
central bank was close to taking them over. Both mid- 
sized banks appear to be struggling to find the fresh capi- 
tal that the Bank of Thailand has demanded. 

Citibank, which is in talks to buy a majority stake in 
FBCB, recently said its due diligence would not be com- 
pleted until the end of April. 

Brokers estimated that FBCB may owe the central bank 
BtlQObn <S1.9Gbn). or 35 per cent of its total funding. 
Gerard Kruithof. banking analyst at Deutsche Morgan 
Grenfell in Bangkok, estimated that the Bank of Thailand 
may have extended a total of Bt250bn to the 15 commer- 
cial banks. William Barnes, Bangkok 

■ OIL 


Nippon Oil to build new refinery 

Nippon Oil. Japan's largest oil refiner and distributor, is 
to invest Y35bn {$276mi in new refining facilities at its 
Muroran plant in the northern island of Hokkaido. Work 
will start next month and is due to be completed by late 
1999. The Muroran plant, one of Nippon Oil’s largest sites, 
is also to be the location of one of three electricity gener- 
ating plants which the group is building as part of its 
move into the independent power generating sector. 

Nippon Oil is carrying out a cost-cutting and stream- 
lining programme, including staff cuts and some rational- 
isation of its refining capacity. The company announced 
last year that it was to close its smallest refinery, in Nii- 
gata province, in March 1999. Be than Hutton. Tokyo 

U PHILIPPINES 


FEBT moves 20% ahead 

Far East Bank & Trust, the fifth largest commercial bank 
in the Philippines, yesterday reported a 20 per cent rise in 
1997 net income to 2.72bu pesos i$66m). Total assets rose 
27 per cent to ISTJibn pesos as deposits grew 23 per cent. 
Loan growth grew 16 per cent. The bank did not provide 
details of interest income. 

The bank, which had targeted growth of 30 per cent, 
said it had raised its loan loss provision from lbn pesos to 
2.4bn pesos. This would protect it from market uncertain- 
ties and ensure it met the central bank's new 2 per cent 
loan reserve requirements before the October deadline. 

ING Barings forecast earnings would decline 15 per cent 
this year because of higher provisioning. “Despite its 
fairly rigid credit policies, the bank is nonetheless vulner- 
able to bad debt problems," the broker said in its latest 
report, predicting non-performing loans would peak at 
about S per cent. The bank is well capitalised, however, 
following a 10-year S75m loan from the World Bank’s 
International Finance Corporation last year and a 2.5bn 
pesos rights issue in 1996. Justin Marozzi 

VIETNAM 


Yamaha gets motorcycle go-ahead 

Yamaha said it had received approval from the Vietnam 
government to establish a motorej'cJe production venture 
in Vietnam. The Japanese group would hold a 46 per cent 
stake in the venture, Hong Leong Industries 24 per cent. 
Co Do Mechanical Factory 22 per cent and Vietnam Forest 
Corp 8 per cent, it said. Hong Leong Industries is the 
investment company of Hong Leong Yamaha Motor, 
Yamaha's Malaysian motorcycle manufacturing joint ven- 
ture. 

It said production in the first year of operation. 1999, was 
planned at 8.000 units of mainly 100 cc and HOcc moped- 
type motorcycles. Production would he raised to 15,000 
units by 2000. rising further to 100,000 units annually by 
2005. AFX-Asia, Tokyo 


Matsui halves broking commission 


By Gillian Tett in Tokyo 

Matsui Securities, one of 
Japan's small brokers, 
announced yesterday that it 
would cut its brokerage com- 
missions by 50 per cent 
when the government lifts 
most controls in the sector 
on April L 

The move represents the 
first salvo in what is expec- 
ted to become a bitter battle 
between Japan’s brokerages 
later this year. 

The deregulation of com- 
missions is expected to be 
one of the main planks of 
the “Big Bang” financial 
deregulation that the gov- 


ernment is planning for the 
Japanese markets. 

Until now brokerage com- 
missions on deals, of less 
than Yibn ($7-9m) have been 
fixed in Japan, guaranteeing 
a hefty source of income for 
the country’s 200-strong 
securities firms. 

This spring the govern- 
ment will let brokers charge 
whatever, commission they 
wish on deals oyer Y50m. In 
1999, fixed commissions will 
be abolished on aQ deals. 

Analysts had expected 
that this would result In 
commissions falling by 
between 30 and 40 per cent. 
However, with the market 


becoming more competitive, 
some expect even larger falls 
in the commission levels. 

The move will increase 
pressure on the sector, 
where oyer recent years two 
large brokers . and several 
small . ones have already 
dosed. 

The sector has been badly 
hit by falling stock market 
volumes, growing foreign 
competition and corruption 
scandals. 

Paul Heaton, of Deutsche 
Morgan Grenfell, said: “We 
expect this move will be fol- 
lowed by other brokers and 
lead to a shake-out of the 
marginal brokers.” 


Matsui, a small unlisted 
broker with a reputation for 
being Innovative, became 
the first to cut commissions 
on OTC transactions last 
spring - a move which was 
widely copied elsewhere in 
the sector. 

The group, which has only 
20.000 accounts, does not 
compete in the institutional 
market but it is thought to 
have plans to enter this sec- 
tor after Big Bang. 

It recorded a pre-tax profit 
of Y603m in the year to 
March 1997, in sharp con- 
trast to many other small 
brokers which recorded 
losses. 


Alphatec plans debt restructuring 


By WHHfam Barnes 
in Bangkok 
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ty that creditors 
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Robert Moller- 
executive, said 
juired creditors 

n, an executive 
and head of the 
commit- 


tee, said: “We certainly sup- 
port the proposal" Another 
creditors' representative, 
Michael DunJaevy of Bank- 
ers Trust,, said: “The way in 
which the recovery of the 
existing debt can best be 
achieved is by facilitating 
the company's growth In the 
future.” 

Alphatec said it had 
rece ived a letter from Cham 
Uswa choke, founder and for- 
mer chief executive, which 
promised to return money 
removed from the company. 

' Mr Cham said in August 
1996 that he intended Alpha- 
tec to become the world’s 
biggest integrated semicon- 
ductor producer by 2000. But 


the attempt to lead Thailand 
into cutting-edge manufac- 
turing received a blow last 
year when a Price Water- 
house audit uncovered a 
total' of Btelfcn ($60.5 m) of 
fake profits that had been 
used to dress up three years 
of falsified financial state- 
ments. 

The audit also concluded 
the co m pany had chan- 
nelled Btit95bn in unauthor- 
ised payments to “related 
persons" with ties to Mr 
Cham. Officials will not 
reveal if any of this money 
has yet been returned. 

Sales suffered because cus- 
tomers held off making 
orders until the group's 


future was secure, according 
to Mr Mollerstuen. The 
result is that Alphatec has 
. been operating with a nega- 
tive cash flow that has 
caused the baht-denomi- 
nated debt to expand. Never- 
theless. the halving in value 
* of the baht since last July’s 
- flotation of the currency has 
t rimm ed debt from 5450m to 
$330m in dollar terms. 

Alphatec reported on Mon- 
day a third-quarter net loss 
of BtmSm compared with a 
Bt84Bm profit a year earlier. 
Losses for the nin e months 
were Bti2.26bn, compared 
with profits of BMOl.Sra. 
Alphatec shares were 
suspended last June- 
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Interim profits will be hit by sugar beet disease and commissioning costs of French plant 


LEX COMMENT 


Tate & Lyle shares tumble on warning Tate & Lyle 


By David Blackwell 

Shares in Tate & Lyle 
tumbled yesterday as the 
sugar and starch group 
warned that disease sweep- 
ing the sugar beet fields of 
Nebraska would knock S20m 
from profits. 

The shares fell 7‘ = per cent 
to close at 507p after the 
annual meeting was also 
warned of higher commis- 
sioning costs at the group's 
66 per cent -owned Amyl urn 


starch plant In France and 
the continued effect of ster- 
ling's strength. First-half 
profits before exceptional 
will be similar to last year’s 
£113.6m- 

Analysts reduced forecasts 
for full-year profits by up to 
£20m (S33.4m\ leaving expec- 
tations for the year to Sep- 
tember 30 at £240m. “This 
must be seen as a further 
disappointment for people 
who were expecting a rea- 
sonable recovery in profits 


this year," said Carl Short of 
SG Securities. 

News of the sugar beet dis- 
ease was particularly disap- 
pointing given yesterday's 
indication of progress at 
Staley, the US starch busi- 
ness. Tate said the market 
for high fructose corn syrup 
- used to sweeten soft 
drinks - had remained com- 
petitive. but further progress 
had been made in extending 
into higher value-added 
starch products. 


“We were expecting a bull- 
ish statement following 
improvements at Staley - 
but that was more than off- 
set by the sugar problem and 
Amylum," said one analyst. 

The group said the disease 
afflicting its US sugar beet 
was spread by an air-borne 
virus which was usually 
killed off by the autumn 
frosts. It would limit produc- 
tion, which had been expec- 
ted to rise 10 per cent, to last 
year's levels. 


Tate's pre-tax profits 
peaked at £31lm in 1994-95. 
In November the group 
reported a fall in pre-tax 
profits for the year to Sep- 
tember 30 from £275.3m to 
£241.3m, before exceptional 
charges of £8Zm announced 
at the interim stage but after 
a £38m currency hit. 

Analysts suggested that 
profits for 1998-99 would ben- 
efit from the investment in 
Staley and Amylum, but 
were still unlikely to be 


PacifICorp rejoins Energy chase 



Fred Buckman, left, with Derek Bonham, chairman of 
Energy Group: analysts say new bid is not a knock-out blow 


By Virginia Marsh and 
Simon Dawes 

PacifICorp yesterday threw 
down the gauntlet to its 
potential rivals for the hand 
of Energy Group, announc- 
ing a new recommended 
offer valuing the UK-based 
power and coal group at 
£4.05bn ($6.76bn). 

The offer, at 765p a share, 
is 11 per cent more than the 
US electricity group agreed 
to pay last summer before its 
original £3.65bn bid, at 690p 
a share, was thwarted by 
regulators. 

Price expectations for 
Energy Group - which spans 
Eastern in the UK and Pea- 
body. the US coal group - 
rose sharply last week after 
both Nomura, the Japanese 
bank, through its principal 
finance group, and Texas 
Utilities, said they were con- 
sidering bidding. 

However, while analysts 
still believe the US electric- 
ity group has the best 


chance of winning Energy 
Group, they said the new bid 
was far from a “knock-out 
blow". 

Within an hour of Parifi- 
Corp's announcement, Texas 
said it was still in discus- 
sions with Energy Group. 

Nomura declined to com- 
ment But it is understood 
the group is still taking actu- 
arial advice on potential lia- 
bilities at Peabody including 
payments to miners suffer- 
ing from black lung disease. 

Sources said Nomura had 
not given up on the possibil- 
ity of out-bidding PacifICorp. 

Fred Buckman, PacifiCorp 
president said the Oregon- 
based group had hoped to 
have full regulatory 
approval before rebidding 
but had accelerated its plans 
to press its advantage over 
its rivals. 

Analysts believe a bid 
from Nomura would almost 
certainly be referred to the 
UK's Mergers and Monopo- 
lies Commission while Texas 


would need at least several 
weeks to secure regulatory 
approval 

PacifiCorp. was given 
clearance to rebid by the UK 
authorities in December and 
said yesterday it had 
reached an informal agree- 
ment with the main US regu- 
lator. It has agreed that, if 
its bid is accepted, it will sell 
two Peabody coal mines. 

Mr Buckman said Pacifi- 
Corp - which has already 
spent over 2100m on the bid 
- was prepared to pay more 
for Energy Group than last 
year, mainly because its cost 
of capital had fallen. 

PacifiCorp, which is being 
advised by Goldman Sachs, 
would finance its offer from 
5L8bn cash - it has sold off 
assets worth about $2bn 
since its first bid - with the 
balance coming from debt. 
Its original offer would all 
have been financed from ' 
debt 
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UK ministers ‘relaxed’ on drugs deal 


By Daniel Green, Andrew 
Bolger and David Wighton 

Senior UK ministers are 
understood to be relaxed 
about the proposed merger 
between Glaxo Wellcome 
and SmithKline Beecham to 
create the world's largest 
pharmaceutical group, capi- 
talised at £10Cbn ($163bn). 

They say the deal should 
be judged on competition 
grounds, with Brussels left 
to determine whether there 
are any problems in particu- 
lar markets. 

“The issue of jobs is some- 
thing that can be left to the 
market,” said one senior 
government member. 

Competition authorities in 
Brussels will not look at the 
deal until after it is finalised. 
Glaxo and SmithKline are 
hoping to complete it by Feb- 
ruary 17, when SmithKline 
is scheduled to publish 
annual results for 1997. 

Both Jan Leschly, Smith- 
Kline's chief executive, and 
Sir Richard Sykes, Glaxo's 


Brussels will have final say on competition 
effects of SB’s proposed merger with Glaxo 


chairman, are in regular 
contact with ministers. 

Sir Richard and Mr 
Leschly met face-to-face in 
London yesterday to start 
detailed talks on merging 
the companies. 

The talks coincided with 
mounting union protests 
over likely job cuts and 
apparent government accep- 
tance of the principle of the 
deal, which would be the 
biggest in corporate history. 

However, MSF, the 
white-collar union, yesterday 
deplored the failure of Glaxo 
and SmithKline to consult 
trade unions about the pro- 
posed merger, which employ- 
ees fear could lead to thou- 
sands of redundancies. 

The two companies 
employ about 21,000 in the 
UK. In previous mergers, 
roughly 10 per cent of the 
total workforce was cut, but 


with a higher proportion in 
companies' home countries. 

Roger Lyons, general sec- 
retary of MSF, said: “It is a 
shocking situation. In a dem- 
ocratic society - where 
people have the right to vote 
for the government that they 
want - employees are being 
treated in this medieval way. 
no better than serfs." 

MSF. which represents 
about 5,000 employees 
involved in the proposed 
deal, also warned it would 
take legal action if the com- 
panies decided on closures 
or redundancies without 
first consulting the unions, 
as required under the Euro- 
pean directive on collective 
redundancy. 

Mr Lyons said the Take- 
over Panel bad clarified 
recently with the union that 
companies were not pre- 
vented by merger rules from 


consulting unions on the 
employment consequences of 
any merger. 

"For too long companies 
involved in mergers have 
claimed they could not con- 
sult employees due to stock 
exchange rules," said Mr 
Lyons. “Companies will now 
have to accept their lepri 
obligations to consult union 
representatives on the 
employment implications of 
takeovers and mergers." 

Alistair Defriez, director 
general of the Takeover 
Panel, has written to all 
members of the panel, with a 
view to ensuring that “any 
misunderstandings are cor- 
rected regarding the applica- 
tion of the code in the cir- 
cumstances where obligat- 
ions to inform and consult 
employees exist" 

However, the panel later 
emphasised there had been 


no change to takeover reg- 
ulations. It had merely con- 
firmed that, nothing in the 
code was intended to be 
regarded as over-riding legal 
obligations that employers 
mi ght have under European 
or UK employment legisla- 
tion, or other obligations, 
such as collective agree- 
ments with unions. 

MSF said yesterday it - was . 
mainly concerned by the 
potential threat to employ- 
ment and to the British sci- 
entific base from the pro- 
posed merger of the two 
companies, which between 
them accounted for 20 per 
cent of all the UK’s private 
sector spending on research 
and development 

Most of the companies’ 
R&D staff are employes at 
two recently completed cen- 
tres. 

Mr Lyons said MSF was 
not opposed in principle to 
the proposed deal “It is just 
that the case for the merger 
has not yet been made," he 
said. 


much more than £300m. 
However, they said that the 
high operational gearing 
of both those businesses 
made projections extremely 
sensitive to commodity mar- 
kets. 

The board has accepted 
the request by . Sir Neil 
Shaw, chairman since 1988, 
to retire in thic financial 
year. Sir Neil, 68, signalled 
his intention to leave some 
time ago. Hjs - successor has 
yet to be announced. 


GUS in 
hostile 
bid for 
Argos 

By Peggy HoHmger 

Argos, the catalogue retailer 
which has issued three prof- 
its warnings in just over a 
year, was yesterday put- into ' 
play with a hostile £L6bn 
($2.6 7bn) cash bid by (heat 
Universal Stores. 

The bid was rejected 
almost . immediately - by 
Argos, which said it failed 
to recognise the strategic 
value of the company, its 
track record or its prospects. 

Analysts speculated that 
Argos would now seek a 
white knight from abroad, 
such as Otto Versand of Ger- 
many or Finault Prim temps 
of France, which are known 
to be interested in entering 
the UK mail order market. 

Lord Wolf son of Smming- 
dale, GUS chairman, said 
yesterday he believed his 
offer of 570p a share was a 
“full and fair price”, given 
the steady decline in the 
share price over the last 
year from a high of 772p. 

Lord Wolfson said he 
believed GUS could offer 
substantial benefits to 
Argos. "It brings quickly 
and economically the home 
shopping call centre and 
delivery infrastructure 
which Argos's recent trad- 
ing statement Identified it 
would build," he said. 

Lord Wolfson denied that 
if 'successful, <he had any. 
intention of phasing out 
Argos's high street chain. ' 

Meanwhile, GUS’s mail 
order rivals were calling on 
the Office of Fair Trading to 
refer the proposed acquisi- 
tion to the Monopolies and 
Mergers Commission. 

Although GUS would have 
net debt far the first time in 
more than 40 years, both 
businesses were highly cash 
generative. Interest cover 
would still be comfortable at 
between 7 and 9 times, said 
one analyst. 
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For a few months late last 

year, it looked as though Tate a tyw 

*, L , y ‘ e m jS bt 
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market by 40 per cent . . 

since the start of 1995. the • • 

group at last seemed set to ,0 ° . .. . r v . 

harvest the fruits of busi- _ jwH “ 
ness rationalisation and s o ----- • ' -i-;* 

heavy capital spending. ' l 

Y ester day that crop of so— 
hope was damaged. Tate's 
recovery has been post- ^ 
poned and, unless the Hr 

manageme nt is galvanised, - ^ • . i '. W j'T - 

the longer-term outlook 60 1fl88 M . m '-m • 
a gain looks uncertain. The aoar^OasmomtnV^J . .1 . 
humdrum part of the ' . , 

warning was a reminder of the commodity-oriented 
group's vulnerability to external shocks, this time sugar 
beet diraw Mare worrying are the continued delays and 
cost overruns in commissioning a factory in France. This 
is something the management should have been able to 
control. The project is part of a 8500m capital spending 
project that is supposed' to have a return of 20 per cent. 
But full benefits are not expected until 2000 - jam the day 

after tomorrow. . 

Another question is whether margins can be rebuilt at 
Staley, the US high fructose com syrup business. The 
familiar picture is one of management efforts - to move 
into higher value products - being hostage to price move- 
ments at the commodity end. Such vulnerability easily 
justifies the group’s near 20 per cent discount to the 
market If Tate wants to make more of its own luck, it 
should taifP the opportunity of Sir Neil Shaw's retirement 
to appoint a strong independent chairm an to help fight a 
fire under those parts within management control. 


Option holders 
at Henderson 
to receive £8m 


By Jane Martinson, 
Investment Correspondent 

Option holders at Henderson 
are set to gain about £8m 
(813.4m) from yesterday's 
recommended cash offer for 
one of the last remaining 
independent UK-listed fund 
managers from AMP, Aus- 
tralia’s largest life assurer 
and investment group. 

The deal values Henderson 
at gsffiftn, including £19m for 
the purchase of 1.2m out- 
standing options. Henderson 
said the options were held 
by about 100 employees, 
including senior fund man- 
agers as well as directors. 

Analysts were surprised at 
the level of options, which 
some had not used to dilute 
earnings. The deal values 
each share at £16.45, includ- 
ing a 45p interim dividend 
payment, slightly below the 
£16.50 price indicated in an 
earlier statement. 

The shares fell 42 ftp to 
£16.22%: One analyst said 
the price, at 2.6 times assets 
rmripT management , failed to 
reflect the fact that Hender- 
son was expected to benefit 
from better investment per- 
formance this year. 


However, an adviser to 
Henderson said the “very 
high price reflected the 
excellent fit” between the 
two businesses. 

AMP and Henderson said 
the tie-up would lead to cost 
savings and operational syn- 
ergies. About 10 per cent of 
the combined group’s work- 
force, which numbers more 
than 900, is set to be cut 

The merger combines 
AMP's existing UK asset 
management operations - 
worth about £25bD - with 
the £l4.3bn managed by Hen- 
derson. The deal brings total 
assets under management at 
AMP, which is set t6 : float 
later this year, to £63bh. 

Dugald Eadie, Henderson's 
managing director who is set 
to realise about £im from 
the deal, will head the 
merged business under the 
Henderson name. Tony Wat- 
son. managing director of 
AMP’s UK arm, will. report 
to Mr Eadie. Ben Wrey, who 
should receive £2.5m from 
his stake, will remain Hen- 
derson chairman. 

Henderson was advised by 
Baring Brothers and Caze- 
nove while AMP was advised 
by DLJ Phoenix. 
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BSkyB to sue 
Carlton for f 30m 


Zeneca gains 
patent extension 


By John Gapper and 
Cathy Newman 

British Sky Broadcasting is 
suing Carlton Communica- 
tions over a £30m (S50m) 
payment Carlton has refused 
to make until BSkyB secures 
fresh rights to Premier 
League soccer. 

The row concerns soccer 
coverage on British Digital 
Broadcasting (BDB), the 15- 
channel pay television ven- 
ture owned by Carlton and 
Granada Group, which is 
due to be launched this 

aut umn. 

BSkyB's move came after 
Granada agreed to pay its 
half of a £60m programming 
fee to BSkyB. Carlton has 
held back its payment until 
BSkyB secures terrestrial 
digital rights to show Pre- 
mier League football on its 
Sky Sports channel. 

It emerged yesterday that 
BDB has the right not to 
carry the Sky Sports One 


RESULTS 


channel if BSkyB fails to 
gain Premier League rights. 
However, Carlton said 
BSkyB had made “virtually 
no progress" towards the 
rights despite repeated 
promises. 

The dispute coincided with 
BSkyB’s announcement of 
results for the six months to 
December 81. As expected by 
analysts, profits were 
depressed by the cost of pre- 
paring far the launch of digi- 
tal television, on which it 
has spent £10Qm. 

Profits before tax dropped 
to £ 128.6m (£133. 7m) as ~a 
result of higher interest 
charges and investment in 
ventures such as British 
Interactive Broadcasting. 

The number of subscribers 
failing to renew subscrip- 
tions - the “churn” rate - 
rose from 95 per cent to 15.4 
per cent. That was partly 
due to a rise in the cost of 
premium sports and movie 
channels. 


By Jonathan Guthrie 

Zeneca, the pharmaceuticals 
company, has won an exten- 
sion to rights to exploit its 
Diprtvan anaesth e tic In the 
US. It has been granted a 
patent until 2015 for a new 
formulation designed to 
reduce the risk of accidental 
contamination of the drug. 

Dlprlvan, launched In 
1986, is now the world's 
dominant anaesthetic 
administered by injection. It 
was Zeneca's third highest- 
ranking drag by sales in 
.1996, with worldwide turn- 
over of £349m ($583m> and 
US sales of 8250m 

Zeneca’s original US 
patent expired in May 1996. 
But manufacturers of 
generic drugs could not 
start making copycat prod- 
nets because the Federal 
Drugs Administration had 
granted it exclusive use of 
information on the' formula- 
tion until June 1999. 
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The FDA also rilled that 
any drugs using Diprivan’s 
active ingredient, propo- 
phol, should contain - the 
anti-contaminant sodium 
edetate. This was in 
response to cases, of contam- 
ination of Diprivan rials 
mishandled by healthcare 
workers. Because Zeneca's 
revised formula for Diprivan 
- the subject of the new US 
patent - uses disodium ede- 
tate, the company believes it 
is safe from incursions from 
generic drug manufacturers 
for anoth er 17 years. 

Diprivan has already lost 
patent cover in some Euro- 
pean countries, and UK, Bel- 
gian and Irish paten ts 
expire In 2000. 

The shares fell 88p to 
£25.97. Tim Franklin of 
Greig Middleton, the broker, 
said: “The news we are 
waiting for is on new prod- 
ucts, but no launches, are 
expected for the next three 
years.” 
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Renewable sources work but most governments 
continue to ignore them, writes Michael Peel 
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L ooking out over toe bar- 
ren volcanic landscape of 
Lanzarote, the eye is 
drawn to the wind tur- 
bines planted like lines of cruci- 
fixes on the hills. 

When a fresh breeze blows in 
from the Atlantic, the generators’ 
spinning blades demonstrate the 
vast potential of wind to help 
solve the problem of the world's 
reliance on fossil fuels. 

On calmer days, however, the 
idle rotors are a reminder that 
attempts to generate energy from 
sustainable sources can some- 
times remain at the mercy of 
nature’s unpredictability. 

That contrast sums up the diffi- 
culties faced. by those, who. seek , 
to promote renewable, energy 
sources. The tension was evident 
last month at a conference in the 
Canary Islands. 

Supporters of renewables have 
shown that significant . energy 
can be generated by wind, waves, 
rivers and the sun. Renewable 
sources account for more than a 
quarter * of' the energy needs of 


yields hot air 




The renewable 
energy sources 
that can help meet 
the European 
Union’s commit-. 
— merits on climate 
change could also help address 
some of its most intractable pol- 
icy problems - including the 
Common Agricultural Policy, 
which is about to undergo far- 
ther heavy reform. - . . 

Like agriculture, renewable 
energy is about harnessing the - 
combined resources of Europe’s 
sun, land and people. The most 
obviously relevant technology is 
biomass energy - growing plants . 
to produce useful energy when 
harvested. 

The processes that take exist- 
ing agricultural crops (like corn 
and rapeseed) and convert them 
to liquid (Pels have given bio- 
mass energy a bad. name. Bid 
more appropriate crops and pro 1 
cesses - including c oppice d for- 
ests that arejiarvesied for power , 
generation — are both niore eco" 


some European countries. 
But there- is uncertainty about 
the long-term cost-effectiveness 
erf methods of renewable energy 
generation, which require big 
capital Investments. And it is 
hard to predict the effect of a 
sig nifi cant increase in renewable 
energy _on employment in the 
energy generation industry. 

. These issues must be resolved 
soon, for there has never been 
greater -pressure at a European 
level for national governments to 
-switch from using oil, gas and 
■ coal.- There is strong evidence 
that burning fossil fuels contrib- 
utes to global w a rming. Before 
tbe Kyoto climate conference in 
.December last year tbe European 
Commission was looking- to cut 
emissions of greenhouse gases in 
the.EU by 15 per cent by 2010. 

A European Commission white 
paper last year argued that mem- 
ber states urgently needed to 
draw on renewable energies to 
meet that target In 1995 renew- 
able energy accounted for less 
than 6 per cent of total energy 


nomic and can be made more 
environmentally attractive. 

. The relevant renewables are 
not confined to biomass, how- 
ever. Wind energy similarly com- 
bines use of natural energy flows 
and . land, generating electricity, 
and -revenue for tbe landowner 
while leaving the.land below free 
for some other uses. Modern 
technologies also enable far bet- 
ter use . of direct solar energy too, 
for beating buildings, green- 
houses etc, and for generating 
electricity from solar cells. . 

During , the 1990s, Europe has 
led the way in commercialising 
these processes and technologies. 
Renewable energy is no longer 
the stuff of jiafr shots and R&D 
labs. Advanced said potent tech- 
nologies are how commercially 
available -for harnessing 
Europe's land and solar based 
resources In ways that bring rev- 
enue and. employment to tbe 
land, and produce no net green- 
house gases. t. nor, ip most cases. 
other poUntants. . 


demand in the EU. according to 
Eurostat, the EITs statistical 
agency. There were substantial 
variations between countries, 
from Sweden’s 25.4 per cent 
to the UK's 0.7 per cent 

The commission set a target of 
a 12 per cent share for sustain- 
able energy resources by 2010. 
Earlier last year, the European 
parliament voted to aim for 15 
per cent over the same time-span. 
Neither target is legally binding 
on member states. 

The paper estimated that dou- 
bling the share of energy from 
renewables would require an 
increase in total energy Invest- 
ment of SO per cent, or Ecu74.1bn 
(£49bn). EO countries would save 
Ecu21bn in fuel costs between 
1997 and 2010. 

The paper predicted that the 
growth in renewables would 
result in an EU export bumness 
of Ecul7bn by 2010. It also quoted 
a . commission-funded study 
Which predicted that tbe shift 
towards renewables would result 
in a net increase of 500,000 jobs 
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once indirect employment was 
taken into account. 

Some governments remain cau- 
tious about proceeding with large 
investments based on predictions 
made using computer models and 
estimates. John Gummer, former 
UK secretary of state for tbe 
environment, says: "It is an area 
that is moving very quickly and 
one in which governments can 
lose a lot of money if they go 
about it the wrong way.” 

Governments have held back 
for other reasons, such as con- 
cerns about the effects that 
renewable energy installations 
have on tbe environment. 

Some hydro-electric stations 
are unpopular with the public 
because they are seen as spoiling 


. Type of energy 1995 

Wind 2.5GW 

- Hydro 92GW 

L ergo 823GW 

Small 9.5GW 

: Ptootovo&aies -- . 0.03GW 

/ Biomass 44.8 Mtoe - 
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Forecast 
for 2010 

4QGW 
105GW 
91GW 
14GW 
3GW 
135 Mtoe' 

1GW 

5GW(ttaPro!). 

100m m 3 
3S Mtoe- 
, 1GW 




areas of natural beauty. Wind 
farms are opposed because the 
noise of the turbines disturbs 
people who live nearby. 

These developments are not 
well-suited to densely populated 
countries, as one UK delegate 
pointed out. Looking over tbe 
wastelands of lava outside Arre- 
cife. Lanza rote’s capital, she 
observed that they were “perfect 
for putting renewables an. They 
don’t complain.” 

Tradition also influences gov- 
ernment attitudes. Christiane 
Egger. from Austria, said the 
government had always placed 
strong emphasis on alternative 
energy, she said Austria never 
developed a nuclear industry or a 
coal industry. The country’s 


Viewpoint • Michael Grubb 

Bring renewables into 
the EU land debate 


The Kyoto Protocol on climate 
change should end any lingering 
doubts about the links between 
climate policy and land nse. 
After extensive debate, the final 
agreement allows for carbon 
dioxide absorbed by managed 
plantations to be counted against 
emission targets. Such accumu- 
lated carbon would then become 
a natural reservoir for energy 
production. 

Renewable energy is also 
important in the context of 
structural policies and debates 
on employment. Since renewable 
resources are highly dispersed, 
they tend to-be most common In 


more remote parts of the EU. Tbe 
small unit scale and other char- 
acteristics also tend to make 
these industries relatively 
employment-intensive. 

The European Commission's 
recent white paper on renewable 
energy details a goal of obtain- 
ing 12 per cent of Europe’s pri- 
mary energy from renewables by 
2010. This would involve around 
Ecul50bn (£99bn) of new invest- 
ment over the decade. At pres- 
ent, renewable energy is a small 
bit player on the margins of 
European agricultural reform 
and structural policy. Instead it 
should now become a central 


part of debate about Europe’s 
land, rural employment, and 
ways of bringing income to more 
remote regions. 

The priority must be to ensure 
that the farther reforms of the 
CAP now being contemplated, 
and energy liberalisation, do not 
damage the nascent renewable 
energy industries. Europe’s ten- 
tative experience with biomass 
energy rests partly on benefits 
available to set-aside provisions 
under the CAP. This baby must 
not be thrown out with the bath- 
water of general agricultural 
production supports. 

Similarly, the premium pay- 


mm 


main power producers wielded 
little influence. 

Some governments have been 
opposed by powerful interests in 
the power generation Industry. 
One Spanish delegate said: “We 
stall have a great deal to do In 
that field... We have not made 
the necessary efforts to inform or 
link with these companies.” 

There were few signs at the 
conference that links were being 
forged with power generators. 
There were no delegates from 
large power producers or distrib- 
utors. Carlos Robles Piquer, pres- 
ident of Eufores, tbe lobby group 
which organised tbe conference, 
admitted: “We are maybe preach- 
ing the gospel to people who 
already believe in the gospel.” 


ments for ele ct ric i ty sources in 
tbe UK and other European 
countries are under pressure 
from the processes of electricity 
liberalisation, another laudable 
aim that must be seen through 
without cutting off the new 
industries at the knees. The EC 
white paper proposes a renew- 
able energy credit scheme to 
ensure that renewable energy 
growth can be maintained, and 
probably enhanced, in the con- 
text of electricity liberalisation. 

However, there are mneb 
deeper issues at stake. They 
come together in the over-arch- 
ing question of how best to har- 
ness Europe’s land, solar and 
human resources in ways that 
support both environmental and 
economic objectives at many dif- 
ferent levels in European society: 
local, regional and ultimately 
global. To some degree this is 
also about balancing tbe urban- 
ising and centralising forces of 
economic integration, a problem 
that Europe bas been 


Many delegates were disap- 
pointed at the Jack of debate 
about the potential economic and 
social impact of renewable 
energy in Europe. There were 
few challenges to the claims 
made about the projected bene- 
fits of renewable energy. 

EryJ McNally, a UK MEP and 
vice-president of Eufores, said 
dissenting voices might have 
stimulated debate. 

Many delegates acknowledged 
that the conference did little 
more than review established 
research and concepts. Most 
speakers, with tight time limits, 
dealt In broad terms with 
well-known themes. Many dele- 
gates spoke hopefully of big 
potential markets for renewable 
energies in developing countries 
looking to become self-sufficient. 
But no one offered case studies or 
research in support. 

Few delegates seemed hopeful 
of a swift breakthrough. Only a 
handful of national government 
ministers attended the confer- 
ence. Many delegates spoke of 
frustration that renewable 
energy technologies which bad 
been developed years ago bad not 
been widely adopted. Many felt 
progress would only be made if 
organisations such as Eufores 
campaigned much more strongly 
to persuade governments to 
encourage the use of renewable 
energy sources. As Hjalmar 
Arnason. a member of the Icelan- 
dic parliament, put it: "There 
have been so many meetings in 
the past 10 years or so. Many 
beautiful words have been said. 
We always come to the same con- 
clusion - we must do something. 
But what bas that come to?" 


grappling with for decades. 

That is an agenda that com- 
bines traditional issues of local 
land use and transport planning 
with tbe macroeconomic issues 
of CAP reforms, structural 
expenditures, rural and regional 
employment policies, and imple- 
mentation of the Kyoto Protocol. 

This is where renewable 
energy has an important role to 
play. The UK presidency should 
help tbe EU seize the challenge, 
and should use debates on imple- 
menting CAP reform, energy lib- 
eralisation, and the Kyoto Proto- 
col as a springboard for deeper 
discussions on how to develop 
principles and policies for integ- 
rating renewable energy and 
land use in Europe. 

Michael Grubb is head of energy 
and environment at the Royal 
Institute of International Affairs. 
This article is extracted from his 
presentation tomorrow to the Insti- 
tute's conference. Climate after 
Kyoto: implications for energy. 
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' FT POWER IN ASIA CONFERENCE 

A Region in Crisis - New Targets for the Energy Sector 
2 & 3 March 1998, Hotel Inter* Continental, London 


The world’s most energy-b angry region is in tbe midst of an unprecedented economic crisis. Without doubt tbe 
implications wifi be profound and far-reaching. FT Power in Asia has drawn together a platform of distinguished expens 
to what this unravelling of the region’s investment infrastructure will mean to business in the power sector. 

South-East Asia’ and die Far East - experiencing the severest impact - have a combined population of 650 million people. 
A population for whom the soccresful development of modern and efficient electricity systems is vital to restart economic 
progress! In China, the needs of 1.2 billion people are driving forward the world’s most ambitious electricity supply 
. programme. 

This conference will consider what the crisis and its effects will mean for the future of some of the world's most 
advanced power sector privatisation schemes, ft will focus on new formulas being developed to give fresh momentum 
to independent power projects. In addition, tbe financial, legal and regulatory regimes will be analysed in light of the 
fast- changin g Asian marketplace. 


distinguished industry speakers include 


MrXfeSbmBOBg 
Adrian: Sunt Power 

Corporation efOma 
Special Advisor on 
Environmental Issues 
Ministry of Electric Power 

MrRidoirdCTH* 

YwePrrsuicra 

Tbiwtm Power Company 


Mr Robert PrfckOe 

Executive Director 

The International Energy Agency 

(IEA) 

MrMkfaad H Kappas 
Chairman and 
Chief Executive Officer 
£&M Engineering aid 
Consulting Corporation 


Mr Ha, Scour DrRjwnvsU ABuwwad 

Parmer. Worldwide PtojeasGrorto Secretary Get*nl 

OrSonlChance . Enemy Policy Office 


Ms Katherine ManhaU* 

Regional Manager, Operations 
East Asia and Pacific Region 
The 'Worid Bank 

Mr S&aou EMbertoa 

Former Electricity and Energy 
Correspondent. Financial Timas 
Parmer; Brunswick Group 

Mr Girido Alfredo Delgado 

P resident aid 

Chief Executive Officer 

National Power Corporation 


Mr Jade CSzain 

Member tf the Executive Committee 
International Executive 
Her President 
BoaridMde France 

MrNabwNaUnae 

General Manager. Head of 
baentatwnal Affairs Department 
The Tbkyo Electric Power 
Company Inc . 
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1997 represented an important year in the continuing growth 
of Saudi American Bank as a robust and innovative financial 
Institution, one that is embedded in (he economic life of the 
Kingdom. This year saw our programs of quality and productivity 
beginning to take hold and reflect positive resnhs. As we move 
along this path we will continue to reap benefits from these 
programs both in our delivery °f services to our customers and in 
how we manage OUT COSlS. 

Financial Results 

Net income for 1997 was SR 1.042 million ( 1996: SR 921 million ; 
1995: SR 1.072 million I. The Bank’s results continue n\ reflect 
diversified sources of revenues paralleled by increasingly productive 
and efficient delivery channels. The charge for loan losses of SR 24 1 J 
million (1996: SR 32B.S million: /W5: SR 127.7 million I represents a 
significant decline over the previous year which is the result of the 
consistent application of stringent credit criteria anj is reflected in a 
reduction of our non-accrual loans to SR 198 million (1996: SR S70 
million: 1995: SR 901 million). Non-accrual loans are now more than 
twice covered by our loan loss reserves. 

SAMBA " s total assets at year end 1997 of SR 45.6 billion ( 1996: 
SR 41.3 billion; 1995: SR 40.8 billion) reflected strong growth in a 
challenging environment, with loans at the year-end improving to 
SR 15. 1 billion ( 1996: SR 13.8 billion. 1995: SR 17.4 billion), customer 
deposits increasing to SR 34.5 billion r 1996: SR 32.5 billion: 1995: 
SR 30.9 billion) and the investment portfolio of SR 19.8 billion 1 1996: 
SR IS.5 billion; 1995: SR 15.4 billion I remaining strongly biased in 
favour of Saudi and OECD government investment grade instruments. 

The Bank ~s capital adequacy ratios as well as ttur key financial 
indicators of return on equity of 23.45r ( 1996: 22.0*1; 1995: 27.8*x) 
and earnings per share of SR 43.4 j 1996: SR 3S.4; 1995 . SR 44.7 i are 
indicative rtf our sound financial performance and remain impressive 
by industry standards 

After taking into account the Bank ’s performance during the year 
and setting aside reserves required under Saudi r egul ations, the Board 
of Directors recommend a gross dividend of SR 777.6 million for the 
sear 1997. After deduction of Zakat. this will yield a net dividend of 
SR 31.25 per shttre to the Saudi shareholders, an increase of 14 55* 
over 1996. 


The Board of Directors also intend to place before the next Annual 
General Meeting, a proposal to reduce the par ivlue of our shares from 
SR 100 to SR 50 by doubling the number of outstanding shares. 

Donations 

During the financial year 1997. Saudi Americat Bank allocated 
SR 2,500,001 . 3 as donations to various charitable, educational and other 
social causes. 

Payments 

Directors remuneration for 1997 totaled SR 1, 140.000. Attendance 
fees for Board. Executive and Audit Committee meetings were 
SR 7S.OOO. SR 144.000 and SR 27.000 respectively. Expenses including 
travel, board and lodging incurred by Directors for attending meetings 
of the Board. Executive and Audit Committee amounted to SR 223.574. 
Compensation of Directors in their capacity as Executive Directors of 
the Bank amounted to SR 2, 824. 464. In addition to the above. 
Directors ' fees and expenses for Samba s overseas subsidiaries 
amounted to SR 234,622. 

Appropriation of Income 

The Board of Directors recommend that net income for the year be 
appropriaied/disrribuled as follows: 

SRVOO 

Net income for the year 1.042.368 

Trunsfer to Statutory Reserve ( 260.958 ) 

Proposed Di vidend r 777. 600) 

Transfer to Retained Earnings 3.810 

Dividends shall be available for distribution immediately after 
approval by the shareholders at their Annual General Meeting. 
Dividend claims may be presented for settlement at the Bank’s 
registered head office or any of its branches. 

Auditors 

At the Annual Ordinary General Meeting of the Bank's 
shareholders, held during February 1997. Messrs. Wtiinney Murray <£ 
Co., and AlJuraid ■£ Co., were appointed as joint auditors for the fiscal 
year ending 31 December 1997. The forthcoming Annual Ordinary 
General Meeting of shareholders shall re-appoint the existing auditors 
or appoint other auditors and determine their remuneration for the 
audit of the Bank for the year ending 31 December 1968. 


Financial Highlights 


Consolidated Balance Sheets 

1997 

SR’QOO 

1996 

SR'000 

Assets 

Cash and Balances with Sama 

Due from Banks 

Trading Securities 

Loans and Advapces to Cusiomers iNei) 
Investment Securities 

Fixed Assets (Net) 

Other Avrfis 

I.5I&6S1 

7,396410 

1,899 

15.0S9.30S 

19E35443 

39Sv490 

1392^42 

1.533.054 

5.8514*44 

13.234 

13.849.188 

18.480,082 

411.829 

1.143.605 

Total Assets 

45333,173 

4138233b 

Labilities and Shareholders’ Foods 
LmbOHies 

Customer Deposits 

Due to Banks 

Other Liabilities 

34534323 

4340439 

1376303 

32.476265 

2.5M.349 

1,985.402 

Total Liabilities 

414151385 

36.966.016 

Shareholders' Foods 

Share Capital 

Statutory Reserves 

General Reserve 

Retained Bantings 

23004KKI 

1322382 

325,000 

34,006 

1400.000 

IJ6U24 

325.000 

30.196 

Tool Shareholders ’ Funds 

43S1388 

4.316.520 

Total Liabilities and 

Shareholders' Funds 

45433.173 

41J815.V5 

Contra Accounts 

45.133386 

57.84&312 


Consolidated Statements of Income 

1997 

1996 


SR’000 

SR’000 

Operating Income 

Special Commission Income 

1*560,662 

1.613399 

Foreign Exchange 

73,156 

76.984 

Gain on Trading Securities 

1/131 

15.753 

Income from investment Securities 

1063.713 

1.124.677 

Fees and Income from Banking Services 

325,384 

313,195 

Total Operating Income 

3J. 24,346 

J. 143.908 

Operating Expenses 

Special Commission Expense 

1,304/199 

1.199.904 

Provision for Possible Loan Losses 

241349 

328,763 

Salaries and Employee Related Costs 

483391 

478,832 

Rem and Premises Related Costs 

604)03 

62.969 

Directors' Remuneration 

1347 

1.990 

Depreciation of Fixed Assets 

79.415 

74300 

Other General and Administration Expenses 

1644)60 

171.467 

Total Operating Expenses 

2334364 

2.318,225 

Net Operating Income 

889,782 

825.683 

Other Income 

152386 

95.661 

Net Income for the Year Ended 
Dereraber3L 1997 

I4M2J6S 

921344 

Earnings per Share 

SR4L43 

SR 3839 


Saudi American Bank 

World Clast fLvdant 

Head OfDre: P O. Bov 8.11. Riyadh 1 1421. Td: (46611114774770. Samba London: Nighungak House, 65 CiazonSu London WIY 7PfLTd: i44)( |71) 355 J4| |. 
Samba Geneva: Samba Finance SA. 3 &. 7 Rue «lu Commerce. 1204 Geneva. Tel: (41 , (22) 3)0 24 00. 
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INTERNATIONAL CAPITAL MARKETS 


Modest gains as rate news awaited 


GOVERNMENT BONDS 


By Vincent Boland 

in London and 

John Labate in New York 

Government bond markets 
ended with modest gains, 
just below their highs for the 
day. in quiet trading yester- 
day. The main focus was on 
central bank activity in the 
US. Germany and the UK 
later this week, with the 
Federal Reserve. Bundes- 
bank and Bank of England 
all studying interest rate 
developments. 

“Markets are central bank- 
watching without really 
thinking anything is going 
to happen in any of the 
major markets," said Joanne 
Collins, senior market strate- 
gist at Nomura. 

The biggest risk of a rate 
rise was in the UK. with one 
or two houses prepared to 


suggest that the Bank of 
England's monetary policy 
committee would lift base 
rates at its meeting. But the 
consensus was that weaken- 
ing domestic data and a lull 
In the Asian financial crisis 
would swing the balance in 
favour of leaving rates alone. 

That view was reflected in 
the markets, with both UK 
GILT prices and short ster- 
ling rates at levels suggest- 
ing a rate rise was unlikely. 
The March short sterling 
contract was up just 0.01. 
implying no change, while 
the March gilt future rose a 
modest & to settle at 123& in 
very thin futures trading. 

Dealers said there was 
more activity in the cash 
market. They noted that the 
Bank of England is due to 
meet gilt market partici- 
pants today to try to iron out 
potential delivery problems 
facing the March contract. 


which has been squeezed by 
a shortage of the 9 per cent 
Treasury bond of 2008, the 
“cheapest to deliver” compo- 
nent of the contract 

GERMAN BUNDS rose 
slightly ahead of today's 
Bundesbank meeting to set 
repo rates, with investors 
also looking to tomorrow's 
release of unemployment 
data. However, the market 
was stuck in a narrow range, 
and analysts said it needed a 
boost from the US Treasury 
market to make much prog- 
ress this week. 

The March bund future 
settled 0.17 higher at 106.60 
in quiet London trading. 

Other European markets 
also posted modest gains, 
but ITALIAN BTPs were still 
unsettled by disappointment 
that Italian interest rates 
were not falling more 
quickly. The March future 
settled 0.18 higher at 117.45. 


US TREASURIES rose 
modestly in morning trading 
as the Federal Open Market 
Committee, which sets inter- 
est rate policy, started its 
two-day meeting. 

By midday the benchmark 
30-year Treasury was V* 
higher at 103%. sending the 
yield down to 5.857 per cent. 
Among shorter-term issues, 
the 10-year note had gained 
& to 104&. yielding 5.540 per 
cent, while the two-year note 
was up ii to 100‘/». yielding 
5.308 per cent The Federal 
Funds rate was 5.43 per cent. 

The FOMC meeting is set 
to last through today, and is 
not expected to result in a 
change In interest rate pol- 
icy. according to most ana- 
lysts. An interesting division 
in opinions has emerged, 
however, as to what action 
the Fed might take at future 
meetings - 

Some analysts expect that 


a slowing US economy, due 
in part to problems in Asia, 
will result in the Fed lower- 
ing short-term interest rates 
in the near future. Others 
take the view that a tight 
labour market in the US will 
lead to wage rises and even- 
tually a need for the Fed to 
raise rates. 

Earlier, the Commerce 
Department announced a 
sharp 9.3 per cent drop in 
new home sales for Decem- 
ber. In a separate report, the 
Conference Board released 
its index of leading economic 
indicators, which remained 
steady at 104.5. 

Baying helped lift morning 
prices, especially of two-year 
and five-year notes. 

“We're up a bit on the 
back or the weaker new 
home sale numbers." said 
Tom O'Connell, senior gov- 
ernment trader at First Chi- 
cago Capital Markets. 


IFC raises $lbn 
over five years 


INTERNATIONAL BONDS 


By Edward Luce 

The International Finance 
Corporation, the commercial 
arm of the World Bank, yes- 
terday issued its largest ever 
dollar bond - and its first for 
almost two years - in a $lbn 
offering. 

The five-year bond, which 
was priced to yield 20 basis 
points over Treasuries, was 
issued for strategic reasons 
as opposed to exploiting any 
arbitrage opportunity, said 
John Borthwick at the IFC 
in Washington. 

The bond, which came at a 
slightly wider spread than 
existing five-year bench- 
marks, such as the European 
Investment Bank bond or 
the Fannie Mae issue, was 
distributed relatively evenly 


across Europe, Asia and the 
Middle East according to an 
official at Deutsche Morgan 
Grenfell, sole lead. 

"We wanted to get a 
benchmark out there to 
show that we are trading at 
the same levels as our supra- 
national counterparts,” said 
Mr Borthwick. “We added 
one or two extra basis points 
to make up for the fact we 
are less prolific borrowers in 
the dollar market.” 

The IFC was joined by its 
sister organisation, the 
WORLD BANK, which yes- 
terday issued its largest dol- 
lar-denominated offering for 
several years in a $2bn 
offering. 

The 10-year bond, which 
was priced to yield a spread 
of 23 basis points over Trea- 
suries. was described by one 
or two bankers as “opportu- 



I New international bond 

issues 




Amount 

Cofeion 

Price 

Maturity 

Fees 

Spread Book-nnmr 

Bammar 

■a 

% 



% 

bP 

■ US DOLLARS r 






'■ ■“ ; . 

World Bank 

2bn 

5.75 

99.1 06R 

Feb 2006 

0-325R 

+23(BV«Aug07) Gokfrnan/Morgan Sfardey 

Merrill Lynch ft Co 

l^bn 

(a)# 

(a)R 

Feb 2003 

0-35R 

(aX5v4Jan03) Merrill Lynch ft Co 

Intemaflanol Finance Corp 

ibn 

5.50 

99.1246R 

Feb 2003 

025R 

+20(5VjJar>03) Deutsche Morgan Grenfett 

Advanta CCMT H. 98-A(bB 

966 

(bfj« 

99.80351 

Jan 2001 

- 

Salomon Smith Barney 

Oest PoGtsparirassa 

300 

5.625 

99.686R 

Feb 2003 

OiSR 

+20(5WJan03) Deutsche Morgan Grenfefi 

Banesto Issuancesjcft 

150 

(Cl) 

99.935R 

Feb 2003 

020R 

- Salomon SmBh Barney 

■ D-MARKS . 





* ’ 

. - A. . , -L-:'. . tm 

Bayeriscfw O'saas Finance 

300 

5J0 

99.43R 

Feb 2008 

0.40R 

+5(X5ftJan08) BoyeiVB/SBCWDR 

Aegon 

150 

2 AO 

0CL955R 

Feb 2003 

0.275R +7(4»%Aug02}ABN Amro Hoare Govett | 

■ STERLING 






.- .. 

Carisberg Fnana 

200 

7.00 

99.6960 

Feb 2013 

OAOR 

+77»%-2012) UBS 

Quadrant Housing Fln(d) 

130 

(di»i 

100.00R 

Feb 2033 

0.625R 

+86(8%'202l) Parfeas 

■ ITALIAN LAC 




. . 


' , • % 

CS Rnanoal Products(e)t 

lOObn 

(ei) 

10G00R 

Feb 2008 

G30R 

CSFB 

■ CANADIAN DOLLARS 






w '..: * • 

Export Development Corp 

200 

5.125 

99.615R 

Feb 2001 0.1875R 

FTat{i) TD Securities 

■ .PESETAS'-. ' 


_ 




■ * •’ • . . 

NoRideutsche Landeabank 

lObn 

4.60 

100^75 

Mar 2003 

1.625 

Aigentarta 

Final terms, non-cattabte unless stated. Yield spread (over govt bond) at tamch suppled by lead manager. $. Floating-rate 
note. dSerre-amual coupon. Ft Fixed re-oflar price; fees shown as re-offer level a) Priced today; Treasuries +63bp area, b) 
Crecfi Card Master Trust Legal Oral: July 08. Average Efe: 2.94 yre. bf) 1-mth Libor +4bp. c) CNIable from Fob 01 a par. 
cl) 3-mBi Lbor +1(Jbp. d) Amortraea from Aug 18: av He 19.1 yre. dl) Rises from 4.94% In yre 1-2 to 7.93% from yr 13. a) 
Callable in Feb OS at par. el) &-rnth Libor +2Sbp to Feb 05. then +100bp. Q Over InterpdUad yield. 4 Short 1st coupon. 



nistic". coming so hard on 
the heels of Fannie Mae’s 
$4bn jumbo bond on Mon- 
day. Nevertheless, it met 
healthy demand, according 
to officials. The bond was 
lead -managed by Goldman 
Sachs and Morgan Stanley. 


OEST POSTSPARKASSE, 
Austria’s state-guaranteed 
postal bank, issued its first 
dollar bond since last July in 
a 5300m offering. 

The bond, also its largest 
issue in dollars so Car, was 
priced to yield 20 basis 


points over five-year Trea- 
suries. providing investors 
with some pick-up over more 
regular AAA issuers. An offi- 
cial at DMG, sole lead, said it 
attracted lively retail 
demand from Swiss and 
Benelux region Investors. 


Project 
bonds up 
56% in 
value 

By Simon Davies 

There was a 56 per cent 
increase in the value of proj- 
ect bonds - non-recourse' 
bonds used for project 
finance - last year, with the 
market growing to S7.Shn, 
according to JLFR Project 
Finance International. 

The balk of deals came 
from the Americas, and sig- 
nificant farther growth is 
expected, although the. 
Asian crisis may affect 
demand for emerging mar- 
ket bonds. 

PFI league tables show 
total project finance loans, 
increased by 55 per cent to 
S74bn, in spite of the decline 
in Asian deals in the second 
half of the year. 

There was an increase in 
total project loans to the 
Asia Pacific region but 
much of this was the result 
of a. doubling of act i v i ty in - 
Australia, now. the second 
largest market 

Nonetheless, bankers say 
the full impact of the crisis 
will not be felt until this 
year. Asia amounts to about 
16 per cent of the global 
market, according to PFI. 

Latin American project 
loans grew from S3 bn to 
SlObn, taking up some of the 
slack from Asia. .By con- 
trast, lending to UK private 
public partnership projects' 
fell by one-third to $L6bn. 

The data go beyond pure 
non-recourse project financ- 
ing, including limited 
recourse syndicated loans 
and refinancings for a broad 
spread of private sector 
infrastructure companies. . 

Telecoms was the largest 
sector for loans, followed by 
power. Chase topped the 
table for global lead arrang- 
ers by a wide margin, fol- 
lowed by Dresdner Klein- 
wort Benson, ABN Amro . 
and Deutsche Rank, 


CAPITAL MARKETS NEWS DIGEST 


Russia facing 
debt downgrade 

Russia is facing a possible downgrading of its credit 

rating by Moody's Investors Service at a time when the 
co untr y’s corporate borrowers are queueing up to raise 
ftnanw> on international capital markets. Moody s 
anno uncement yesterday that it bad put Russia's Baa2 
rating for foreign currency bonds “under review fra: possi- 
ble downgrade" sparked a wave of selling of Rus sian e uro- 
bonds. which had already taken a hammering because of 
sell-off of emerging market debt sparked by Asia's 
financial crisis. 

The review will affect international bonds issued by the 
federal and local governments, corporations and banks, 
‘amo unting to about 56bn in nominal value, as well as 
forthcoming issues from several of Russia's regions. . 

Moody’s said recent interest rate rises cm the domestic 
Treasury bill market had “complicated the debt servicing 
position of the federal government” and put increased. 
pressure on “an already difficult fiscal position”, leading 
to a heightened risk of capital flight as well as putting 
pressure on the rouble and foreign exchange reserves. 

Increased short-term exposure by Russian banks to the 
international capital markets, and plans by local govern- 
ments corporates to borrow abroad, were adding to 

financial unce rtainti es. 

Moody’s said behind these developments were doubto 
about the government's ability to manage its fiscal policy 
effectively its relations with- banks, companies and 

the regions. The hiatus provided by Russia's traditionally 
strong commodity exports was ending. The return of mod- 
est economic growth was raising imports which, with fall- 
ing commodity prices, would have a detrime ntal effect on 
trade and current account balances. “The possibility of 
the growth of twin deficits at a time of increased external 
and domestic public and private sector borrowing is 
emerging," Moody’s said. Vincent Boland 

U PRIMARY DEALERS 


Pretoria names 12 banks 

Sooth Africa's finance ministry yesterday named 12 
domestic and foreign banks to act as primary dealers in 
South African gover n ment bonds as part of a restructur- 
ing of domestic capital markets. Six foreign banks are . 
among the group: ABN Amro. Barclays Capital, Deutsche 
Morgan fa enfell. J. P. Morgan, Merrill Lynch and Soci&e 
Qdndrale. The domestic banka are First National Bank, 
Genbel Securities, Investec, Nedcor Investment Bank, 
Rand Merchant Bank, and Standard Bank. 

The appointments coincide with a change in the way 
the government raises capital From April l, it is expected 
to switch to an auction system for bond issuance, aban- 
doning the practice of tapping the market at regular inter- 
vals: Auctions are expected to be held weekly. 

The moves coincide with the introduction of daily sale 
and repurchase operations on March 9 and a further 
relaxation of exchange controls. Vincent Boland 


WORLD BOND PRICES 


BENCHMARK GOVERNMENT BONDS 


M3 


Bid BU Day ehg Wk ehg Monti Year 


Aosbafla 

04830 

7000 1035190 

587 

+0.04 

-084 

-0.09 

-GJJ2 


10/07 

10.000 1288765 

588 

+0.07 

+082 

+081 

-1/40 

Austria 

09/99 

7.000 104.4300 

4.10 

-0.01 

-085 

-088 

+0.47 


07/07 

5825 103/4200 

5.15 

-0.01 

-CLQ5 

-026 

-053 

Balghan 

01/00 

4000 98.9400 

483 

- 

-083 

-031 

+055 


03/07 

6050 1070500 

5.14 

+081 

-085 

-031 

-065 

Canada 

09/99 

4.750 99.6000 

581 

_n rw 

+030 

+083 

+1.13 


06/07 

7250 1114000 

588 

-081 

+082 

-0-13 

-189 

DenmnrV 

12/99 

60001030700 

483 

+082 

+082 

-088 

♦033 


11/07 

7000 1118700 

5.43 

- 

-081 

-022 

-182 

feted 

01/99 

110001088899 

385 

-0.12 

-086 

-032 

+083 


04/06 

7-250 1U-2340 

586 

- 

-089 

-032 

-086 

Franca 

01/00 

4000 100.0600 

356 

-084 

-081 

-027 

+032 


10/M 

6.750 111.2000 

4.78 

-081 

-083 

-025 

-025 


10/07 

5-500 1030100 

587 

- 

-084 

-024 

-0.50 


10/25 

5000 1048300 

5.65 

-081 

-085 

-021 

-084 

Germany 

09/99 

4000 1000200 

384 

-081 

+0.02 

-0.27 

+052 


11/04 

7800 115.1600 

482 

-082 

-083 

-029 

-048 


07/07 

6.000 106.8800 

586 

-081 

-084 

-026 

-080 


07/27 

6-500 1118000 

5.66 

-082 

-005 

-025 

-080 

Ireland 

04/99 

6550 101.8600 

4.71 

+082 

-086 

-027 

-1.12 


08/06 

3.000 1178800 

5.32 

-081 

-087 

-022 

-130 

itaty 

OSAX) 

6.000 1028300 

480 

-086 

_ 

-086 

-1.60 


05/02 

6250 104 8600 

457 

-0.03 

-084 

-0.16 

-1.71 


07/D? 

6.750 1008000 

583 

_Q_Q3 

-083 

-0.18 

-1.94 


11/26 

7850 1188200 

582 

-081 

-081 

-0.13 

-285 


03/00 

6.400 1118100 

082 

+081 

+083 

♦017 

+0.17 


12/02 

4800 1158800 

1.45 

+081 

+0.02 

+0.16 

-027 


09/05 

3.00C 108.1100 

185 

-081 

-081 

+013 

-053 


03/17 

3800 1038300 

285 

- 

-0.04 

♦010 

-081 


11/99 

7800 1058200 

387 

-081 

-081 

-026 

+042 


02/07 

5.750 1058800 

581 

-082 

-084 

-028 

-081 

New Zealand 

02/00 

6800 98/477B 

784 

+0.04 

+0.13 

-027 

+022 


11/06 

8800 107.7473 

6.79 

+0.04 

- 

-024 

-0.49 

Norway 

01 739 

9800 104.4300 

488 

♦083 

- 

-0.10 

+0.46 


01/07 

6.750 110.0800 

580 

+082 

-083 

-021 

-031 

Portugal 

03/99 

3800 10*8108 

480 

-082 

+082 

-036 

-1.19 


02/07 

6.625 108.1039 

583 

-081 

-082 

-028 

-138 

Span 

07/99 

7/400 1048068 

480 


-0.03 

-0.18 

-1.16 


03/07 

7850 1148138 

5-29 

-002 

-083 

-028 

-1.44 

Sweden 

01/98 

11800 106.7090 

4.75 

-081 

-084 

-035 

+089 


08/07 

8800 117.1370 

582 

+082 

-081 

-037 

-131 

Switzerland 

03/00 

58001078200 

187 

-084 

-085 

-031 

-033 


06/07 

4800 1128000 

280 

-082 

-086 

-038 

-089 

UK 

08/99 

6800 09.1640 

689 

- 

-081 

-021 

+020 


11/04 

8.750 100.1719 

6.17 

-OBI 

-081 

-025 

-OJ93 


12/07 

7850 108.6719 

' 687 

-081 

-081 

-021 

-124 


06/21 

8800 124.1953 

6.05 

-0.01 

-081 

-018 

-1.46 

US 

10/99 

5825 100.4530 

584 

-085 

-0.15 

-028 

-033 


11AM 

7875 1138340 

581 

-O.Q5 

-0.17 

-018 

-088 


08/07 

8.125 104 3280 

583 

-009 

-0.16 

-0.13 

-082 


06/27 

8875 1068280 

5 88 

-082 

-0.10 

-0.02 

_ase 

ecu 

01/00 

4800 99.4800 

488 

+081 

-082 

-034 

♦021 


04/07 

5500 1028700 

5.17 

- 

-082 

-029 

-088 


London dosing. 'Now Yor* rmcKMy Sorrow kmcM Dato'FT mrorr naa on 

YWcte Local ratal rtanctetMl\<n«*»ed ytoid basis. VWds down tar My metate wft hh pkfcg 


tax at 125 cm cant made By nenretidems. 


lO YEAR 


BENCHMARK 

Spread Spread 


Bid 

YMd 


Sums T-Bonoa 


Spread Spread 
Bid vs vs 
Ytad Bureta T-Bonos 


Btipum 

Canada 


Rdand 

Force 

'Sernanv 


taty 

Japan 


620 

♦032 

-0*4 

rtawZetiend 

8.79 

-1.73 

-125 

5.15 

-009 

-039 

Marwav 

530 

+024 

-024 

5.14 

•086 

-two 

Pntu^S 

633 

+027 

-021 

537 

•031 

-0.17 

Span 

523 

•023 

-025 

54J 

+037 

-0.11 

Sweden 

5.62 

+086 

+088 

5JM 

+082 

-a+fl 

SwOzariond 

280 

-2.13 

-2.64 

SOS 

. 

-048 

UK 

007 

-181 

+033 

686 

- 

-0.48 

US 

584 

-0/43 

- 

5.32 

+026 

-022 

ECU 

5.17 

+0.11 

-037 

639 

+033 

-0.1S 

Sauce: imeracOve DazWFT >ihaiiiaUu» 

185 

580 

-321 

-080 

-3.09 

-084 

London tioetag. * New Yorii ctoetng. 
Amassed yttio boats. 



EMERGING MARKET BONDS 

Red s & P Bid Bid 

Fab 3 data Coupn Rating price yield 

■ EUROPE' 

Croatia 02/02 7.000 BBS- 95-1250 644 

Poland 07/04 7.125 BBS- 102.1250 &71 

Russia 0007 10.000 B8- 88.7000 1284 

■ LATIN AMERICA 

Argentina 09/27 9.750 BB 


Day's Mth's 
edge chge 
ytd yid 

-0.19 -0.11 

+0.10 -0.17 

+0.20 +0.76 


Sprd 


+3.08 

+1.29 

+653 


BOND FUTURES AND OPTIONS 
France 

■ NOTIONAL FRBfCH BOND FUTURES (MATIF) FFr600,000 



Open 

Setrprice Change 

High 

Low 

EsL vcL Open InL 

Mar 

1 Q2J32 

10228 

-0.04 

10100 

10236 

54,344 

131.105 

Jun 

10224 

10232 

-0.02 

10232 

10224 

2.085 

5307 

Sep 

10280 

10288 

-082 

10280 

10280 

2 

- 


■ LONG IBM FRENCH BOND OPTIONS (MATIF) 


Strike 

Price 

Jan 

- CALLS - 
Feb 

Mar 

Jan 

- PUTS - 
Feb 

Mar 

97 

5.62 

5.62 

485 

- 

0.01 

0.07 

98 

4.62 

4.62 

4.04 

- 

082 

0.14 

99 

3.62 

3.64 

318 

- 

0.03 

028 

100 

2.62 

238 

2.41 

- 

0.07 

0.49 

101 

1.63 

1.78 

1.75 

0.01 

0.17 

032 

EiL vdL BtzL Cdfc 12233 RA 19246. PrenM dor's open taL. Cafe 98876 Am 168864. 


Germany 

■ NOTIONAL GERMAN BUND FUTURES (UFFE)' DM250800 lOOtha at 100% 

Open Son price Change ttgh Lot* EsL voi Open InL 
Mai 10640 106.60 +0.17 106.64 10&38 113389 254185 

Jun 106.66 106.01 +0.16 10683 105.85 683 8650 

■ BUND FUTURES OPTIONS (UFFE) DM250JK0 points of 100% 


Strike 

Price 

Mar 

Apr 

CALLS - 
May 

Jun 

Mar 

Apr 

PUTS — 
May 

Jun 

10660 

047 

049 

0.70 

0.87 

037 

0.96 

1.10 

1.36 

10700 

024 

0.33 

031 

0.87 

064 

1.32 

1.50 

1.68 

10750 

0.11 

020 

036 

0.50 

1.01 

1.69 

135 

139 

EK. VOL tent Cafe 15261 Puts 23358. Previous day’s open tat_ Cafe 238188 Puts 250371 


■ NOTIONAL GERMAN BUND (BOBL) FUTURES 
(DTB) DM250,000 lOOtha of 100*. 


Open Sett price Change 
Mar 105.18 10534 +0.15 

JU 10434 10439 +0.12 


High Low EsL voi Open int 

105.50 105.17 803*7 287.076 

10433 104.84 2364 8.121 


■ NOTIONAL GERMAN BOBL FUTURES [UFFET DM250,000 lOOtfis of 10094 

Open Sett price Change High Low EsL voi Open int 

Mar 105.18 10539 +0.10 10533 105.18 1309 2142! 

Jun 10436 10433 +0.12 10436 10436 12 220 

Italy 

■ NOTIONAL ITALIAN GOVT. BOND (BTP) FUTURES 

(UFFE)* Lira 200m lOOtha of 100% 

Open Sett price Change High Low EsL voi Open int. 

Mar 117.32 11745 +0.18 117.49 11730 38440 119715 

Jun 11633 11636 +0.16 11730 11633 468 22835 

■ ITALIAN GOVT. BOND (BTP) FUTURES OPTIONS (UFFE) IWOftn IQQths el 100% 


CALLS 


PUTS 


Mar 

Jun 

MV 

Jun 

073 

123 

028 

; 126 

043 

037 

048 

1.49 

021 

0.76 

0.76 

1.78 


Stifles 
Price 
11700 
11750 
11800 

Est V* tool, cans 1946 Puts 3156. Previous day’s ooan M.. Cafe 13870 Puts 32361 

Spain 

■ NOTIONAL SPANISH BOND FUTURES fMEFF) 

Open Seltpnce Change High Low ESL vroi. Open int 

Mar 107.64 107.79 +018 10735 10733 63.432 110.689 

UK 

■ NOTIONAL UK GS.T FUTURES (UFFET 250.000 32nds of 100% 

Open Sen price Change High Low Esl vst Open int 
Mar 123-06 123-07 +0-03 12308 122-30 37279 184717 

Jim 107-05 107-06 +0-05 107-02 107-02 490 10284 

■ LONG GILT FUTURES OPTIONS (UFFE) ES0.000 64ths of 100% 


Strike 

Price 


Apr 

CALLS - 
May 

Jun 

Mar 

Apr 

PUTS 

May 

Jun 

123 

0-49 

0 

□ 

0 

0-35 

15-52 

15-52 

15-52 

124 

0-21 

0 

0 

0 

1-07 

18-52 

16-52 

16-52 

12E 

0-10 

0 

0 

0 

1-60 

17-52 

17-S2 

17-52 

ESL nL 6am. Cota 8W7 Am 1756. Previous Ctrl's open tot- Cafe 68348 Puts 37064 


Ecu 

■ ECU BOND FUTURES (MATIF) ECU 100 300 


Brad 

M«aco 


OS/27 

05/26 


963000 
10.125 BB- 943000 
11300 BB 120.6500 


935 
10.78 

936 


China 07/06 

PhiKppJr+js 10/16 

Thaland 04/07 7.750 BBB- 

' ■ APVBGA/MibOLB EAST 
Lebanon 07/00 9.125 BB- 

South Africa 1QOC 8.375 BB+ 

Turkey 09/07 10300 B 

■ BRADY BONDS 
Argentina 03/23 5.500 88 

&azi 04/14 4.500 BB- 

Madco 12/19 6350 BB 

Venezuela D3/20 6.750 B+ 


7.750 BBB+ 103.7000 

8.750 88+ 933000 
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■ NOTIONAL LONG TERM JAPANESE GOVT. BONO FUTURES 

(UFFE) YlOOm IQQths of 100% 

Open done Change High Low EsL voi Open int 
Mar 128.66 - - 128.68 12857 1475 rVa 
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US CORPORATE BONDS 

Rad SIP Bid 

Fab 2 date Coupn Rating price 

■ UTILITIES • /.V -W\ i 
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635 N/A 


1183641 

104.7476 

104.7319 

uv..; .;, 

100.1174 

103.4501 

131.8350 


108.7476 
1033472 
1313259 
1203719 . 


1023000 

1063000 

99.0000 


Day’s Mth's Sprd 
Bd chge chge v 

yield yid yid Govts 


532 +032 -0.17 +048 
730 +0.04 - +1.14 

6.60 *0.04 -034 +134 


6.12 +034 -0.10 +036 
632 +0.12 -0.12 +038 
638 +0.05 -036 +133 


6.13 *032 -0.17 +6.13 
532 +0.03 -0.22 +038 
632 +0.04 -033 +136 

539 +035 -038 +033 
532 - -034 +0.15 

6.17 +0.04 -038 +031 
536 +0.04 -0.11 +0.30 

v.+ • ■ ; 

v LWr -j it 

0.00 

0.00 

0.00 


New Yorti cioaing. 

St andard A Poors mange. Yields avnFemad basis. 


US INTEREST RATES 


Bouts Intaa c OvB Duta/FT W o rm au on. 


Treasury BSte and Bond Yields 

Ooa mortfi ______ - Two year 534 

Va Tuo man* . Time year 535 

7V Time modi 533 fiteyear 543 

5*j Sa inert] 528 10-ymr 557 

Fed tents at la a yqffl m - One y tm 524 30+d SJJ7 


Mneiato 

Broker km rata 
FedJmds 


UK BONDS 


FTSE Actuaries Govt. Securities 

Price Indices Tue Day's Man Accrued 

UK C8ts Feb 3 change % Feb 2 


«d ed|. 
ytd 


Feb 3 

M&JBO DM 


Red 

dais C oupon 


3*P Sid 
Rating ' price 


Day's Mth's Spread 
HM chge atge v 
yfcf yfd yid Gn/n 


SB 

02/07 

S750 

AAA 

104.7400 

588 

-0.03 

-039 

♦0.12 

Spain 

01*7 

5.750 

AA 

104J600 

5.15 

-0.05 

-031 

+0.19 

-Ft*oM*rtsr-j 

03/94: 

537S- 

A 

1018100 : 

S.18 

+0.02 

-032 

+036 

FnJand FRN 

09/02 

3320 

AA 

1003868 


-080 

-036 

-035 


■..■ 

SA* 

J- 

i.- •' 




Austria 

01/04 

5300 

AAA 1033600 

4J9 

-081 

-037 

♦0.19 

Abbey NS 

02/04 

8800 

AA 

105.8600 

439 

-081 

-037 

+039 

Cred Former 

■02/04 

9.125 

A 

1193200 

520 

- 

-032. 

+0.80 

SOF FRN . 

12/01 

3.750 

AA- 

993312 

4.16 

-083 

-032 



' ■ . 

X:'- ;:;‘; 



■ ■ 


SB 

asm 

7800 

AAA 

1103500 

5.43 

-032 

-0.13 

.+0.12 

Abbey NV 

CONS 

6300 

AA 

106- TOGO 

389 

-081 

-0.18 

+020 

WA Dtsnay 

(WOO 

8.625 

A 

1073000 

535 

+086 

-082 

+0/46 

BB FRN . . . 

03/m - 

5325 

AAA 

100.1255 

4.89 

-085 

-088 

-an 



; r., 


> • 



SB 

12/07 

7.625 

AAA 

1098793 

635 

-081 

-035 

+033 

Dresdner Bk 

12AJ7 

7.750 

AA- 

108.1109 

■ 637 

-081 

-033 

+0.75. 

British Gas 

03/00 

7325 

A+ 

101.0974 

784 

-081 

-038 

+045 

Abbey Net Fm 

02/02 . 

7330 

AA 

993582 

633 

-082 

-028 

-0.14 


5*7 ir*: 
•-L 

‘:^T 

; v»:v •; 

':■■■: 



V- 



SB 

04/07 

7350 

AAA 

1093200 

530 

+081 

-0.16 

+039 

AfiNAtnro 

06/07 

7.126 

AA- 

105+1704 

634 

-085 

-08 8 

+033 

Ojecec 

01/07 

7.000 

A+ 

1043148 

639 

- 

-0.11 

+0.7B 


CWeorpFRN - 02/04 6338 

Boyer L-Bk 08AM 9500 

Toronto 05/04 8300 

BW Canada 07/99 10825 ■ 

Deutsche B FRN 09/02 5375' 

World Bank D3U2 5350 

Spain 03/02 5.760 

OedToncfcr 08/02 4.780 • 

tetyFRN arm ojtt 


A+ 993826 830 -032 


AAA 1193071 
AA+ 114.7810 
A+ 1097796 
AAA 1013409 

AAA 115.7500 
AA 117.7500 
A 1123546 
AA 1003778 


6.74 +032 

5.64 +0.02 

535 +033 
534 -031 

131 +032 

131 

130 +031 

042 


-0.01 +038 

-929 +032 
-029 +0.12 
-025 +0.94 

+031' +038 

■'i /f':*C‘ : •• • 

+0.19 +020 
+0.17 +020 

+0.14 +0.69 

+034 -033 


London doting. Sowce; haeradim DattfFT Mbntatton 

Standmi & Poode tarings. Yltidar Local meriaa standardMn/Mdbed 


1 Up to 5 years (19) 

2 5-15 years (20) 

3 Over 15 years (5) 

4 Irredeemables (4) 

5 A B stocks (48) 

index-finked 


12037 

0.05 

12051 

2.43 

038 5 yre 

631 

632 

833 

630 

160.92 

087 

16081 

2.13 

1.08 IS yre 

6.06 

686. 

742 

009 

79748 

0.05 

19739 

239 

. 0.00 20 yre 

6.06 

686 

730 

688 

24331 

-0.10 

24344 

2/49 

1.07 fired .t 

630 

6.19 

738 


153.71 

086 

15333 

247 

034 

raree 

Inflation 5% — 



UK Indices 
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Some foreign buyers return to Asia 


markets report 


By Simon Kuper 

The yen and other Adah 
currencies rallied yesterday 
as the market " took a 
brighter view of the conti- 
nent's future. • 

Japan's ruling Liberal 
Democratic Party was dis- 
cussing . a suppleme n t ar y 
budget for the fiscal ’ year 
29S8-1399 that would pack a 
fiscal stimulus worth 
Y6.000bn_ Asian shares also 
continued to benefit from 
events of last week, when 
Korea rescheduled J24bn of 
short-term foreign debt and 
Thailand abolished eight- 
month-old restrictions on 
non-residents trading the 
baht. This week Korea has 
received a ratings upgrade, 
while Thailand is soon 
expected to renegotiate the 
terms' of Its $l?.2bn rescue 
package with the Interna- 
tional Monetary Pond. 

Steve Jennions, emerging 
markets economist at Credit 


POUND SPOT FORWARD 


Agricole Xndosuez in -Lon- 
don, -raid foreign investors 
were returning to Asian 
equity markets, boosting 
currencies- in the process. 
“Funds have been massively 
underweight . Asia for 
months now," he said. "In 
order for them to get back to 
their benchmarks is not' a 
one-day matter.” Goldman. 
Sachs yesterday told its cli- 
ents -that now was. the -time 
to own a basket of Asian 
currencies, although it 
warned that the recovery 
would not occur, in a straight 
line, and that the Indonesian 
rupiah- was the riskiest cur- 
rency in its basket. 

The yen again rose , with 
the Nikkei stock inriwr Cur- 
rency strategists said the 
yen usually appreciated in 
the first quarter erf the year. 


h Hw Yoifc 


— -Pirn, ckn- 
1.8880 
1X386 
' 1.8316 
12122 


as Japanese investors sold 
foreign assets and repatri- 
ated tiie proceeds in order to 
improve their balance sheets 
for the fiscal year-end on 
March 3L Joe Prendergast. 
head of global foreign 
exchange research at Credit 
Suisse Finst Boston in Lon- 
don. raid the mood in Asia 
had improved from "fairly 
extreme negative territory”, 
hut had- still not yet turned 
around completely. 

The baht jumped from 
BtSl against the dollar to 
BUS. having started Friday 
as low as Bt55. 

- The Singapore dollar, 
Malaysian ringgit,- Philippine 
peso and Taiwan dollar also 
rose yesterday, but the Kor- 
ean woo surprised many by 
failing to advance. 

The yen was at Y125.85 
against the dollar in late US 
trading yesterday, Y0.95 np 
on* Monday's London dose. 
The dollar had support at 
Y125.8, hut then little until 
Y124.60. 

Against the D-Mark the 
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dollar was down LI pfennigs 
in late trading at DMl-8110. 
The pound was 0.9 cents 
stronger against the dollar 
at $1.6450. and little changed 
against the D-Mark. 

Tradtog volumes were low, 
as they have been for much 
of 1998. 

■ The Russian rouble soft- 
ened yesterday, even though 
interest rates stand at 42 per 


cent. Moody's, the rating 
agency, said it might cut 
Russia's country ceilings for 
foreign currency bonds and 
foreign currency bank depos- 
its. Many strategists are 
expecting a devaluation. Jes- 
per Dannesboe, treasury 
economist at ABN-Amro in 
London, said that if the Rus- 
sian outlook did worsen, the 
Swiss franc would benefit. 

Of course, the Swiss) e has 
long been a safe haven from 
any Russian turmoil. But 

that connection has become 
stronger recently, says Mr 
Dannesboe. He says that if 
worries over Russia grew, 
Russian mafia money would 
pour into Swiss bank 
accounts. The weight of this 
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WORLD INTEREST RATES ' 


money is so great that the 
Swiss National Bank 
recently stopped using M0 
money supply as a target, 
partly because the figure is 
distorted by Russian in- and 
outflows. 

■ Today central banks talk 
about interest rates. The 
Federal Reserve Open Mar- 
ket committee's two-day 
meeting ends, and the Bank 
of England monetary policy 
co mmi ttee’s two-day meet- 
ing begins. 

Both are expected to leave 
rates unchanged - in fact, 
the short sterling market is 
pricing in no further UK 
rises in this cycle. The mone- 
tary policy committee may 
make a statement after its 
meeting designed to weaken 
sterling. Last week Eddie 
George, Bank of England 
governor, spoke again of the 
pain the strong pound was 
causing exporters. 

Some investors think the 
Fed may change its bias 
from raising rates to neutral 
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EURO CURRENCY INTEREST RATES 

F«b 3 Short 7 days One Three Sa One 

term nouee monte months mantes year 

Befcpan Franc 3fi-3lj 3* - 3I Z 3,’» - 3^ A! - 3(5 3% - &2 - 3S 

Oansh Krone 3J1 - 3S - 3JJ 3ji - 3,‘i 3V 3$j 4 - 37 e 4>g - i 

Goman Mete 3,5 - 3ft 3ft ■ 3Jj 3h - 3^ 2J1 Hi 3% - Jfe ift ■ 3? J 

Quiet) Guider 3ft - 3>+ 3]i - ift 313 - 3U 3% - 3>: 3h - 3h - 3{J 

French Franc 3,5-311 3*, - 3U 3jl - all 3« - & 3*1 - 34 *A - 3^ 

Ftoouguese Eee. - 5 5, 1 , - 5 5 - 4jl e‘2 - +■*+ - 4iJ 4i 2 - 4lJ 

Spanish Peseta 4S • 4iJ 4JJ - 4% 4*1-411 4{i . *a *1+ - <11 - 

SterSrg 7< 4 - 74 7,5 - 7,5 7 <2 - 711 7 1 : - 7jJ 7b - 7^ - 7h 

Swiss Franc ll* - Sj il* - i 1^ - 1,5 i* - i£ i, 7 « - ift 1JJ • iB 

Canadian Doiar 4f3 - 4ji 5i - 4JJ 4^ - 4j« 5* - 4S 5,5 - 5, 1 * 5,5 - 5* 

USEWW S&- 5ft 5U-S13 5H -SS Sh-Sh 5% - 5^2 - Sg 

Italian Lira 7^ - 6 ft - 6 1 * 6ft - 6ft 6ft - 6ft 5% - 5l» 511 - 5U 

Japanese Yen }J - h ft - ft ii - ft ll ■ it 33 - *Z h- *2 

Asian SSlng \ - h 5*2 - 2 EU - £ 9-7 B\ ■ 7^ 10 - B 

Short term rales are cel for me US DoCar and Yen. others: nc days' rmce. 

■ THREE HOKIH P1BOR FUTURES (MATFlPar* tmertxmk ottered rale 



Open 

Sen pnee Change 

Hltpt 

Low 

Est. vol 

Open im. 

Mite 

&6X7 

96X7 

-0.04 

36X8 

9636 

3.7 73 

75233 

Jun 

9623 

9624 

-0.10 

9624 

9623 

3.447 

50213 

Sep 

96.11 

96.13 

- 

9613 

96.11 

£040 

29.036 

■ THREE MONTH EUHOMARK FUTURES (UFFE)" DM1 m palms of 1QO% 


Open 

Sen price Change 

Wgh 

Low 

Est. vol 

Open IrtL 

Mar 

96400 

96/410 

+0.010 

96420 

66.400 

13616 

382464 

Jun 

96240 

96250 

+0.01D 

96250 

96240 

42916 

351265 

Sap 

96.130 

96 140 

+0.020 

96.140 

96.125 

22292 

259679 

Dec 

95.980 

95.990 

+0.020 

95X90 

95.970 

27107 

257195 


■ OME MONTH EUROMARK FUTURES (UFFg)' DM3m points ol 1QO% 

Open SeH price Change High Low EsL vol Open nt 


Feb 

- 

36X2 

- 

. 

. 

0 

133 

Mar 

. 

9647 

-0.01 

- 

■ 

0 

1150 

Apr 

- 

9644 

+0X1 

- 

- 

0 

50 

May 

- 

96X8 

+0.01 

- 

- 

0 

1 


I MONTH EXJROURA FUTURES (UFFET L lOOOm pome, at 1009a 



Open 

Sett price Change 

HK* 

Low 

ESL vol 

Open irtL 

Mar 

94.15 

94.16 

+0.01 

94.17 

94.13 

14441 

135499 

Jttet 

94.93 

B4X7 

+0.04 

94.97 

94X3 

30806 

153406 

Sep 

95.37 

95.41 

+0.03 

95.41 

95.37 

16409 

109026 

Dec 

95.62 

95.65 

+0X3 

95.66 

95.62 

ff3lS 

125106 


■ THREE MONIH BIRO SSHSS RUK FUTWES iUFFE) SFrlm pom d 1009a 



Open 

Sett pries Change 

High 

Low 

Est vol 

Open inL 

Mar 

98.55 

98.67 

+0.10 

98.67 

98X4 

11557 

76821 

Jun 

98.40 

98X3 

+0.11 

98.54 

96.40 

7666 

47822 

Sep 

‘ 9829 

98.41 

+0.12 

98/40 

9829 

1761 

22338 

Dec 

98.10 

9623 

+0.12 

9823 

98.10 

754 

12826 


■ THUS MONTH EUROYEN FUTURES flJFFE) YlOOm pomts of 1009a 



Open 

Sett price Change 

High 

Low 

ESI. vol 

Open IrtL 

Mar 

98X9 

99 X0 

+0X1 

99.00 

98.99 

2275 

n/a 

Jut 

- 

99.12 

+0.01 

- 

- 

0 

n/a 

Sep 

- 

99.08 

+0X1 

- 

- 

0 

n/a 

■ THREE MONTH ECU FUTURES (UFFE) Eculm pomts of 100% 



Open 

Sett price Change 


Low 

EsL vol 

Open InL 

Mar 

95.65 

95.66 

+0.01 

95.66 

95.65 

406 

7746 

Jun 

95.66 

95.68 

+0X2 

95.68 

95.85 

360 

6631 

Sep 

95.88 

95.69 

+0.02 

95.69 

95.87 

101 

9662 

Dec 

95.66 

95.88 

+0X3 

9569 

95.86 

15 

4034 


LFFE tmures Ueo traded on APT 

■ EUROURA OPTIONS (UFFE) LI 000m points Of 10096 


Strike 

Price 

Mar 

- CALLS - 
Jun 

Sep 

Mar 

- PUTS - 
Jim 

Sep 

0400 

023 

1.03 

1.45 

0.07 

0.06 

0.04 

0425 

0X9 

0.79 

121 

0.18 

0.07 

0.05 

9460 

0X3 

0.59 

0.96 

027 

0.12 

007 


E*t wl total. Cate 23429 Puts 1trt72. Prenwe <ay» opan tot. Cate MT378 Puts 103375 


CROSS RATES AND DERIVATIVES 


EXCHANGE CROSS RATES 


rt.-f--.-j' ai v-*: .r. iv 

X * ft 




Fab 3 

BFr 

DKr FFr DM 

K L 

R 

NKr 

Ea 

Pta 

SKr 

SR 

£ 

CS 

S 

Y 

Ecu 

Belgium 

(BR) \ 

- 100 

18A7 1625 4X4T 

1X27 4785 

5/463 

20.14 

496X 

410.9 

21X3 

3.921 

1.622 

3X72 

£665 

3363 

2456 

Denmark 

(OKI) 

54.T4 

-iO 8.795- 2X34 

1X43 '2590 

£958 

10X0 

2605 

ZBX 

11.66 

£128 

0X7S 

2X96 

1.443 

182.1 

1.330 

France 

(FFr) 

*1X5 

1127 10 £904 

1.186 

2946. 

-3263 

1£40 

3052 

25£9 

1325 

2413 

0.909 

£383 

1.640 

2072 

1.512 

Germany 

(DM) 

20X3 

3.811 32S2 1 

0298 

987.1 

1.127 

4.155 

1022 

84.77 

4443 

0.609 

0235 

0.709 

0.550 

69.39 

0X07 

Ireland 

«' 

51X9 

£585 8.430 £515 

1 

2483 

2.835 

1045 

257.4 

2132 

11.17 

2X35 

0.842 

£009 

1283 

174X 

1275 

Italy 

(U 

2X90 

• X286 0240 0.101 

0.040 

100 

0.114 

0421 

1027 

8X88 

0450 

0.062 

0.034 

0X81 

0.056 

7.02a 

0.051 

Nethariands (FI) 

<620 

3281 £974 -0X87 

.0253 . 

8752 

1 . . 

3.686 

90X0 

7521 

3X42 

0.718 

0297 

0.709 

0.488 

61.57 

0450 

Norway 

(NK«J 

49X6 

9.172 8X67 ZA07 

0X57 

2376 

£713 

10 

2462 

204X 

10X9 

1X47 

0X06 

1.023 

1223 

167.0 

1220 

Portugal 

Es) 

20.18 

3.724 - 3275 £977 

0X88 

964X 

1.101 

4X60 

100 

82X4 

4.341 

0.790 

0227 

0.781 

0.537 

67.61 

0.495 

Spain 

(Pta) 

‘ 2424 

4.495 3X54 1.180 

0/469 ' 1164 

1X30 

.4X01 

120.7 

100 

5241 

0X64 

0295 

0.942 

0.649 

81X5 

0.596 

Sweden 

(SKr) 

. 46.44 

8X78 7.544 £251 

0X05 


2X37 

0252 

230.3 

190X 

10 

1X21 

0.753 

1.798 

1237 

1562 

1.141 

Switzerland 

(SFr) 

25X0 

4.711 ’ 4.143 1236 

0.491 

1220 

1293 

5.136 

126.5 

104X 

5/492 

1 

0414 

0.988 

0X80 

8578 

0.627 

UK 

(£3 

61.64 

11.39 10X1 2X88 

iiias 

2949 

3287 

1241 

305.7 

2533 

1327 

2417 

1 

2287 

1.643 

2073 

1.614 

Canada 

(C Si 

25X3 

4.770 .4.106 1252 

0/496 

1236 

1.411 

6X01 

128.1 

106.1 

5.661 

1X13 

0419 

1 

0.688 

88X6 

0.634 

USA 

(S) 

37X3 

6X32 6X97 1X19 

0.723 

1796 

2X30 

7.557 

186.1 

1542 

8.081 

1471 

0X09 

1453 

1 

1282 

0.022 

japan 

Ecu 

(V) - 

2923 

40.71 

5X82 4X30 .1441 
7X19 6L6I4 1X73 

0X73 

0.785 

1423 

1948 

1.624 

2224 

5X88 

8.196 

147.5 

201.9 

1222 

1673 

6402 

8-786 

1.186 

1X96 

0482 

0.680 

1.151 

1X76 

0.792 

1.065 

100 

136.9 

0.730 

1 


ante Kronor, Fran* Franc; NoMgen Krorn; end fiwedte Kreeor par ift EfeVan Fare; Van. EacuJo. Lira and PaMta par 100. 
■ P4WABKMIT1JRra8IW)l3M12S.OOOperPM . N WAI»SEVB«ff 


l {IMMj Yen 1££m per Yen 100 



Open 

Latest 

Change 

High 

Low 

Est vol Open ktL 


Open 

Latest 

Change 

Hitfi 

Low 


0.5513 

0X502 

-0.0006 

ns»gfi 

03494 

30X09 

80X65 

Mar 

0.7847 

0-7085 

+0.0029 

0X007 

0.7B47 


0X528 
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LONDON MONEY RATES 

Feb 3 Over- 7 days One Three . Sfr . One 
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SamTSMO ra» lor portal 25, 1998^ to 2*. 1«W »remeBXB1pa 
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N STUMP FUTURES (WM1 EB£500 per £ 

Mar 1.6350 1X370 +0.0012 1.6456 1.6330 5,538 26.920 

Jun 1.6310 1X310 +0X026 1.6310 1X280 1,238 1.333 

Sep - 1X220 +0X010 1.6220 1.6120 1 4 

EMS EUROPEAN CURRENCY UNIT RATES 


Feb 3 

Ecu cvi. 
ntn 

Rate 

against Ecu 

Change 
on day 

% +/- front 
con. rote 

H spread 
v weakest 

Dtv. 

ind. 

Ireland 

0.798709 

0.785333 

-0X03714 

-1X7 

4.43 

11 

Finland 

5X5424 

5X7947 

-0.00258 

£14 

0.53 

-14 

Spain 

163X26 

187X10 

-0.1 

225 

£42 

-16 

Italy ' 

190648 

1951X1 

+1.02 

224 

024 

-17 

Portugal 

197.398 

202251 

-0X35 

£46 
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-17 

Denmark 

724555 

7X3165 

+0X0028 

2X3 

0.14 

-17 

Franco 

6.45883 

8.62410 

+0X0085 

2X6 

0.12 

-22 

Germany 

1X2573 

1.B7B39 

-0.00018 

2X3 

0X5 

-28 

Austria 

13X485 

13X063 

-0L0009 

£64 

0X4 

-19 


2.18979 

222775 

+0 

2.67 

0X1 

-20 

Belgium 

39.7191 

40.7840 

-0.0017 

2.68 

0.00 

-20 
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Greece 

295269 

312,781 

-0266 

5X3 

-3X7 

- 

UK 

0.793103 

0.661585 

+0.00018 

-16X8 

23.09 
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base lending rates 


Attm&Comperer 725 
Aiiari Irish Bank (G£) 725 
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TENDER NOTICE 

UK GOVERNMENT 
ECU TREASURY BILLS 

For tender on 10 February 1998 

1. The Bank of England announces the issue by Her 
Majesty's Treasury of ECU 1,000 million nominal of UK 
Government ECU Treasury Bills, for tender on a bid-yield 
basis on Tuesday, 10 February 1998. An additional 
ECU 50 million nominal of Bills will be allotted directly to the 
Bank of England for the account of the Exchange 
Equalisation Account 

2. The ECU 1 ,000 million of Bills to be issued by tender 
will be dated 12 February 1998 and will be in the following 
maturities: 

ECU 200 million for maturity on 12 March 1998. 

ECU 500 million for maturity on 14 May 1998. 

ECU 300 million for maturity on 13 August 1998. 

3. All tenders must be made on the printed application 
forms available on request from the Bank of England. 
Completed application forms must be lodged, by hand, at 
the Bank of England, Customer Settlement Services, ; 
Threadneedle Street, London not later than 10.30 a.m., 
London time, on Tuesday. 10 February 1998. Payment for 
Bids allotted wilt be due on Thursday, 12 February 1998. 

4. Each tender at each yield for each maturity must be 
made on a separate application form for a minimum of 
ECU 500,000 nominal. Tenders above this minimum must 
be in multiples of ECU 100.000 nominal. 

5. Tenders must be made on a yield basis (calculated on 
the basis of the actual number of days to maturity and a 
year of 350 days) rounded to two decimal places. Each 
application form must state the maturity date of the Bids for 
which application is made, the yield bid and the amount 
tendered for. 

6. Notification will be despatched on the day of the tender 
to applicants whose tenders have been accepted in whole 
or in part. For applicants who have requested credit of Bills 
In global form to their account with Euroclear or Cede! Bank, 
Bills will be credited in the relevant systems against 
payment. For applicants who have requested definitive 
Bills. Bills will be available for collection at Customer 
Settlement Services, Bank of England after 1.30 p.m. on 
Thursday, 1 2 February 19 98 provided cleared funds have 
been credited to the Bank of England's ECU Treasury Bills 
Account No. 59005516 with Lloyds Bank PLC, Bank 
Relations, St George's House, PO Box 787. 6-8 East cheap, 
London EC3M 1 LL. Definitive Bills will be available in 
amounts of ECU 10,000. ECU 50.000, ECU 100,000, 
ECU 500,000, ECU 1.000,000, ECU 5,000,000 and 
ECU 10,000,000 nominal. 

7. Her Majesty's Treasury reserves the right to reject any 
or part of any tender. 

8. The arrangements for the tender are set out in more 
detail in the Information Memorandum on the UK 
Government ECU Treasury Bill programme issued by the 
Bank of England on behalf of Her Majesty's Treasury on 
2B March 1989, and in supplements to the Information 

! Memorandum. All tenders will be subject to the provisions 
of the Information Memorandum (as supplemented) and to 
the provisions of this notice. 

9. The ECU 50 million of Bite to be allotted directly to the 
Bank of England for the account of the Exchange 
Equalisation Account wilt be for maturity on 13 August 1998. 
These Bills may be made available through sale end 
repurchase transactions to the market makers listed in the 
Information Memorandum (as supplemented) in order to 
facilitate settlement. 

10. Copies of the Information Memorandum (and 
supplements to It) may be obtained at the Bank of England. 
UK Government ECU Treasury Bills are issued under the 
Treasury Bills Act 1877, the National Loans Act 1968 and 
the Treasury Bills Regulations 1968 as amended. 

Bank of England 
3 February 1998 


ETBA 

Finance 


ECONOMIC & FINANCIAL SERVICES SJL (formerly GREEK EXPORTS &A.) 

INVITATION FOR EXPRESSIONS OF INTEREST 
IN PURCHASING THE ASSETS OF 
NITROGEN FERTILISERS INDUSTRY (A.E.BA.L.) SJL 
ETBA FINANCE ECONOMIC 3 FINANCIAL SERVICES SA llormerty GREEK 
EXPORTS SA), esiabfished in Ateen& ll Eiatostrienous SO. as special 
Hquidaior ol NITROGEN FERTILISERS INDUSTRY |U£AL) SA wtech has 
bean placed under spuria! SquWaHon by Dedtton No. 1M5.V&8 o I tha Wfesiem 
Macedonia Court ol Appeal, and within the Iramework ot article +6a ol Law 
1892'180O, as supplemented by aructe i4otLaw2000ri99i and Its amendments 
INVITES 

Interested parties to ex p ress trier interest In purchasing trio assets of NITROGEN 
FERTILISERS INDUSTRY (A.E.RAL) SA by submitting withm twenty (20) 
days Irom today, a written, non-Unjflng expression at Interest. 

Summary date on the company under BquhtoUon 


NITROGEN FERTILISERS INDUSTRY IA.E.BAL.) SA Is established m the 
munfclpahy of Ptolemas in the Prefecture of Koram and o Installed on a plot 
about 1,792X20 rrr In area 

The factory lies about * km south-east of Potentate and about 28 tan. north-wea 
of KozanL 

The company produces nitrogenous fertilisers (55% nunc arid; mine ammonia 
34.5-0-0; calcareous nitric ammonia 25-0+1; suiphunc ammonia 21-0-0 
cryszallne) and compound lenlisafS 16-20-0. 20-10-0, 28-14-0. 24-12-0, 
11-15-15, 20-10-10 ale. 

Data on the auction tor the highest bidder 

1. An Offering Memorandum drafted by the liQuefator with a detailed 
description ol the total assets for sale and any other supplementary 
information trial may be usriul to the prospeettre buyer. 

£ Prospective buyers, after signing a confident aOry agreement, may receive 
the Ottering Memorandum horn me offices ol the liquidating company. They 
wS also have access to any other information they may request and be able 
to visit the premises of the company under IquiCaaon. 
a. The procedure lor conducting the auction lor trie highest ladder will be 
published within the legal time Emits and In the same newspapers tn which 
the present invitation has appeared. 

For further information, interested parties may apriy to ETBA FINANCE S A. 

1 Eretoethenois 8 Mbs Corstantmou Street. Athene 116 35, Greece 
lei. (3011 7260210. 7260278. 7260506 and leu {30117260884 
and at the company’s factory in Ptriemais. 
tel {304631 22241 and la*: (30463) 28822 


Qnhdllcf Transnational Carp. 

Convertible Subordinated Note due 3 1 May. 3000 
Certificate of Adjustment rf Conversion Rato punwnt to Stock Dividend 
Notice of Record Psk 

This Certificate and Notice is provided b* Quintilei Trans n ational Crap. Ilhc 
-Company - ) pursuant to the Indenture, dried as of 17 May. 1006. from the 
Company to Marine Midland Barit, as trustee (the Trustee"), with respect to ihr 
Notes idle “Iwtewme" 1. la October. IW. the froipany announced jimnComk 
stock spin 10 be effected as 1 Bock dividend. The iccor) djtr for dctcrraimitf ihr 
shareholder* «t«W <“ receive the stock dividend is 10 November. IV97. and the 
payment dare for the stock dividend is 1 Decent Ns. 1907. Aeconfinply. the 
coovenjoo rale urxtn the lodutUK sbiD be adjusted to 24.1692 per USS 1 .0(0 
yrinripal amount, which translates to approximately USS 41 J7 per share. 

Hi* Certificate and Notice win be filed with ibeTiudre and with e*h Conversion 

Agent, as specified >>> the Indenture. 

This Certificate and Noticr is effective as of the I « day of November. 1997. 


S Piled. 4 February. 1998 


Marine Midland Bank Nen York 
w Trustee 
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■ ALLIANCE 

■ LEICESTER 

dBewAUarhlfly faetaty 
£250,000,000 
Plotting Rate Note* 
due 1999 

F<* the tamest Period 30*h January. 
1998 to 30d, April W the Nans 
ml] carry 1 Fare of Interest of 7.6175 
per cent per annum with interest 
amounts of £197 71 per £10,000 
prindpei mi per ilOCWOO 

ptmcrptl jevaUe i» 30th April 1998. 
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COMMODITIES AND AGRICULTURE 


Pretoria warns on unexploited mineral rights 


By Victor Mallet in Pretoria 
and Marie Ashurst in Cape Town 

Mining companies in South Africa 
with un exploited mineral rights 
will have to “use it or lose tt". the 
South African government said 
yesterday. 

Launching a consultation paper 
on mining policy. Penuell 
Maduoa. minister of minerals and 
energy, said the government’s 
long-term aim was for all mineral 
rights to be vested in the state. 


This would replace the current 
dual system under which some 
rights are held privately and some 
by the state, although the govern- 
ment also wanted to ensure secu- 
rity of tenure of mining rights. 

"Right now. there are many 
people who hold all sorts of con- 
cessions and rights who are not 
mining.'’ said Mr Maduna. Poten- 
tial foreign investors were being 
kept out by “vested interests”. 

Among the plans outlined in the 
paper is an annual minimum 


work and investment requirement 
to discourage “the unproductive 
holding of prospecting and mining 
rights". The government will also 
investigate the possibility of a 
mineral rights tax to discourage 
those failing to mine. 

Big South African mining com- 
panies have expressed concern 
about the government’s inten- 
tions, arguing that “absolute ’’ 
security of tenure afforded by pri- 
vate ownership of mineral rights 
has been vital for the costly devel- 


opment of deep gold mines and 
other mineral assets. 

However, the government has 
pointed out that private owner- 
ship of mineral rights is unusual 
- except in South Africa and the 
US - and says it is determined to 
increase black ownership of min- 
ing interests following the advent 
of democracy in 1994. 

• Weak gold prices and nervous- 
ness triggered by the Bre-X explo- 
ration scandal in Indonesia has 
made “investment in mining 


almost a guaranteed recipe for los- 
ing money in 1997", said Jeremy 
Wrath all. director of mining 
financ e at SBC Warburg Dillon 
Read at the annual African Min- 
ing Conference in Cape Town yes- 
terday. He said the downturn In 
commodity markets would exacer- 
bate negative sentiment this year. 

The collapse of the bullion 
price, which reached an 18-year 
low in November, had renewed 
attention on the need to improve 
cash costs and productivity at 


South African gold mines. These 
were structural problems w hich 
would not be remedied by a rally 
in tbe gold price. 

Gerard Holden, mining and met- 
als director at Barclay's Capital, 
told the conference that explora- 
tion spending riiis year would be 
restricted to well-advanced pro- 
jects. The economic contraction in 
Asia Han weakened Hwnand for 
commodities and. would “shape 
demand for new mining projects 
for years to come". 


Silver at 
highest 
for nine 
years 


Chinese 
zinc output 
rises 19% 

By Kenneth Gooding, 

Mining Correspondent 

China reacted to being 
caught by a vicious squeeze 
on the London Metal 
Exchange's zinc market last 
year by increasing its out- 
put of the metal by nearly 
19 per cent and boosting 
zinc exports by 138 per cent. 

By increasing its zinc 
metal output to 1.41m 
tonnes, equivalent to nearly 
one-fifth of the global total, 
China reinforced its position 
as the world's biggest pro- 
ducer, according to the 
International Lead and Zinc 
Study Group. 

As a result of China’s 
efforts, the global zinc mar- 
ket showed a slight supply 
surplus last year, said the 
ILZSG. Consumption rose 
2.8 per cent to 7.73m tonnes 
while production of refined 
zinc rose 4 per cent to just 
over that level. 

Asia's economic slowdown 
caused a 28 per cent drop in 
Thailand's zinc consumption 
and a 1.4 per cent fall in 
South Korea's, whereas 
there had previously been 12 
years of continuous growth. 

The lead market was bal- 
anced last year, said the 
ILZSG. Global consumption 
rose 0.3 per cent to 6.054m 
tonnes while refined lead 
output rose by 2.8 per cent 
to 6.046m tonnes. Lead from 
recycled scrap accounted for 
59 per cent of prodnetion. 


Cheap ethylene cheers users 


P rices for ethylene, the 
starting point for 
everything from motor 
ear trim to soft dr inks car- 
tons. are approaching his- 
toric lows in some markets. 

The weakness, emanating 
from Asia, is expected to pro- 
vide relief to hard-pressed 
packaging companies, manu- 
facturers and speciality 
chemicals companies, which 
have been unable to pass on 
higher costs to customers. 

Rexam, a UK paper and 
packaging group badly 
affected by high raw mate- 
rial prices, said yesterday: 
“The Far East must have a 
depressing influence on 
western prices and that will 
be good for us and good for 
our customers." 

The spot price of ethylene 
in South Korea has fallen to 
$340 a tonne because of the 
slump in demand - half 
what it was in the region 
early last year. 

Peter Blair, analyst with 
Salomon Smith Barney, says 
there is scope for the price to 
fall below $300 this year. 
Merrill Lynch, the US invest- 
ment bank, sees prices fall- 
ing by a quarter. 

Furthermore, South Kor- 
ean producers are reported 
to be offering additional dis- 
counts of between 15 per 
cent and 20 per cent for cus- 
tomers willing to pay cash. 

Ethylene is one of the 
basic building block chemi- 
cals and the most capital- 
intensive part of the chemi- 
cals business. ‘‘Cracked” - 
or separated - from naph- 
tha, the oil and gas extract. 



it is used to make tbe poly- 
ethylene for plastic bags and 
shampoo bottles, the poly- 
propylene for car bumpers, 
the styrene for heat resistant 
cups and the ethylene glycol 
for polyester fibre. 

Because it is a gas, it is 
rarely transported any dis- 
tance - two-thirds is trans- 
formed into by-products at 
the same plant where it is 
extracted, and most of the 


rest stays within the region. 
So. while Korean prices have 
tumbled. European supply 
has held up well and prices 
currently remain tight at 
just above $500 a tonne. 

However, specialists 
believe an attack on costs is 
inevitable. “There is a 
knock-on effect in derivative 
products, where price differ- 
entials are quickly arbi- 
traged away. You have an 


influx of cheap polyethylene 
into Europe. That pushes 
down prices of polyethylene 
m a d e here and if they fan 
they push down the price of 
ethylene." Mr Blair says. 

The situation is exacer- 
bated by a sharp Increase in 
world supply. Several new 
crackers started operating at 
the end of last year and 
pushed world production up 
7.1 per cent from 83.6m 
tonnes in 1996 to 89.5m 
tonnes in 1997. By contrast, 
consumption only increased 
5.7 per cent, according to 
Chem Systems, a manage- 
ment consultancy for the ofl 
and chemicals industry. 

Richard Sleep of Chem 
Systems says: “Last year 
saw the largest increase in 
ethylene capacity there has 
ever been.” 

So for, the big European 
manufacturers such BP, ICI 
and Erdchem have resisted 
lowering their prices. Conse- 
quently, they have profited 
as naphtha prices fall and 

margins wid en 

Last week, the leading US 
groups - Dow, Dupont and 
Millennium - hinted, with 
their fourth-quarter figures, 
that commodity prices out- 
side Asia would fall this 
year. 

“When that happens," said 
Martin Evans of . Suther- 
lands, the agency broker, “it 
will be pay-back time for the 
manufacturers who were hit 
so badly when prices were 
squeezed up a couple of 
years ago.” 

Peter John 


China seen as 
big corn buyer 


By James Hanftng 
in Shanghai 

China is set to re-emerge as 
a substantial . importer of 
com in 1998-99, buying possi- 
bly 2.1m tonnes, according to 
the US Feed Grains Council. 

The council's latest fore- 
cast nnri«rlint»a the increas- 
ing demand for corn. In 
China, particularly for use 
as feed grains as the live- 
stock population expands to 
cater for growing appetites 
far meat among increasingly 
affluent Chinese citizens. 

China's net com Imports 
could exceed 9m tonnes by 
2006-07, reflecting how 
demand will outstrip produc- 
tion as consumption habits 
move foster than the- growth 
in available farmland and 
form yields. 

The country has been a 
net exporter of corn since 
1996-97, when it exported 
3.93m tonnes followed by 
3.75m tonnes in 1997-98. Dur- 
ing the early 1990s, it sold 
for larger quantities of com 
abroad, exporting 10m to 
i9m tonnes a year. 

The Feed Grains Council 
emphasised that its 1998-99 
forecast identified the long 
term trends in Chinese 
demand and production, but 
was less sensitive to 
short-term fluctuations in 
harvests and policies. ■ - 

US agriculture officials are 
waiting to see how Asia’s 
financial crisis affects Chi- 



nese agriculture. Some fore- 
casts for growth of Asian 
meat consumption and feed 
grain use have been cut- 
in China, the uncertain 
prospects for meat exports 
elsewhere in Asia also blur 
the accuracy of forecasting, 
agriculture officials said. 
And opportunities for com 
imports will be swayed by 
whether Beijing imposes tax 
on them. The- tax was 
waived in 1995, when China 
was last a substantial 
importer of com. 

The growth in livestock 
production is the driving 
force . behind increasin g 
demand for com in China. 
Pork production is expected 
to grow 4.1 per cent over the 
next decade, from 42.5m 
tonnes in 1997-98 to 60.9m 
tonnes in 2006-07. according 
to the council, and beef pro- 
duction is expected almost to 
double to 10.8m tonnes over 
the same period. 


By Kenneth Gooding, Robert 
Cofzine and Gary Mood 

Silver's price was “fixed" in 
London yesterday at 36.385 
a tray ounce, its highest for 
Tiftiff years. At the London 
close silver was 86.56, up 
nearly 4 per cent from Mon- 
day's close of Ni: " 

Traders suggested the 
price was being supported 
by extremely tight forward 
supply, thought to stem 
from a deliberate squeeze by 
speculators rather than an 
increase is demand. 

Gold closed In London 
S3. 55 an ounce down from 
Monday’s close at 8297.35. 
Dealers suggested the recent 
price jump was mused by 
speculators covering short 
positions. 

On the London Metal 
Exchange copper Ml more 
than. 3 per , cent after 
another big stock increase 
and data showing weakness 
in the US housing morket- 

Oil came under renewed 
pressure on continuing 
uncertainty over the con- 
frontation between the UN 
and Iraq. Brent Blend for 
March delivery was off 31 
cents at 814.37 a barrel in 
late trading on London's 
International Petroleum 
Exchange. 

Reports of a “very con- 
structive” conversation 
between UN secretary gen- 
eral Kofi Annan and Tareq 
Aziz. Iraq's deputy prime 
minister, put additional 
pressure on prices. A diplo- 
matic breakthrough could 
accelerate moves to more 
than double the oil-for-food 
programme, which could 
drag prices down further. 

Coffee rose on the London 
International Financial 
Futures Exchange in thin 
volumes. The March con- 
tract dosed at $1,765 a 
tonne, up $30. 

Volumes were also low in 
cocoa. March dosed up £11 
at £1,042 a tonne. 


COMMODITIES PRICES 


BASE METALS 

LONDON METAL EXCHANGE 

(Prices from Amalgamated Metal Trading) 

■ ALUMINIUM, 99.7 PURITY (S per tome) 



Cash 

3 mOw 

Ctora 

1498-99 

1520-20.5 

Previous 

1517-16 

1536-37 



1532/1512 

AM Official 

1503-03.5 

1522.5-232 

Kerb dose 


1514-5 

Open inL 

254.364 


Tots daDy turnover 

74.862 


■ ALUMINIUM ALLOY (S per tonn^ 

Close 

1320-25 

1343-5 

Pravtaus 

1332-37 

1355-57 

HJgh/Iwv 


1353/1345 

AM Official 

1319-19.5 

1345-47 

Kerb ctasa 


1342-5 

Open Int 

5.429 


Total flaiy turnover 

1.605 


■ LEAD (S per tomaj 


Close 

516-7 

5282-9.0 

Previous 

522-23 

532.5-330 

High/low 


530*525 

AM Official 

516-6.5 

5272-8 

Kerb dose 


529-30 

Opsi InL 

32,985 


Total daily turnover 

12.782 


■ MCKEL (S per fcmej 


Close 

5325-35 

5420-25 

Previous 

5445-55 

5530-40 

KflgtVtaw 


5510/5420 

AM Official 

5385-90 

5475-80 

Kerb close 


5425-30 

Open int 

56,930 


Tetri daiy turnover 

24206 


■ TIN (S per tonne* 



Close 

5160-70 

5200-05 

Previous 

5170-80 

5210-15 

HlgMow 


5240/5190 

AM Official 

5165-70 

5200-10 

Kerb dose 


5230-40 

Open InL 

13.403 


Totri daDy turnover 

2.358 


■ ZMC, special high grade $ par tonne) 

Close 

1071.5-2.5 

1097-8 

Previous 

1096.5-972 

1121-22 

HlgMow 


1112/1090 

AM Official 

1066.5-69 5 

1094-95 

Kerb dose 


1099-100 

Open uil 

70.373 


Total daily turnover 

27.249 


■ COPPER, grade A (S per tonne) 

Close 

16782-95 

1706-7 

Previous 

1737.5-B.5 

1784-64 5 

HlgMow 


1754/1700 

AM Official 

1707-08 

1732-33 

Kerb dose 


1702-3 

Open «il 

149.341 


Total daty turnover 

58.106 


■ LME AM Offlcbi C/S rats: 1-0333 

LME Closing C/S rate: 15425 


Spot 12417 3 iris 123*7 Sots 1 E6i 9 a*K 1.6196 

■ HIGH GRADE COPPER (COMEX) 

Ml Dey» 


Open 

price ctauge Mob tow 

Vol Int 

Feb 7650 -220 

78.50 7600 

263 2.157 

Bv 7075 -2.10 

79 00 7520 

4 189 32.054 

Apr 7725 -210 

7840 7720 

46 1307 

Hay 77.70 -7.00 

7B.75 77.00 

808 7,777 

Jen 78 .10 -1.90 

79.10 78.10 

72 1399 

Jot 7025 -1 80 

79 60 77.90 

250 5J75 


PRECIOUS METALS 

■ LONDON BULLION MARKET 

(Prices supplied by N M RotoschlUft 

GotafTroy oz) S price £ equiv SFr equiv 

Close 297.09-297 SO 

Opening 30220-30200 

Morning fix 239.70 182.633 441.158 

Afternoon ft* 29035 181.754 439977 

Day's l-figh 302J1KKE.60 

Day's Low 298.7007 10 

Previous close 302.30-302.30 

Loco Ldn Mean Gold Lencfing Rotes (Vs USS) 

1 month 323 6 months -.-.-3-65 

2 iii m a n 3 79 12 months _i56 

3 morttra 3.76 

SBver Rx p/troy oi US Cts equiv. 

Spot 389 SO 838.50 

3 months 38245 623.50 

6 months 360.45 627.65 

1 year 380.25 612.60 

Gold Coins S price £ equiv. 

Krugerrand 302-306 183-185 

Maple Leaf - - 

New Sovereign 69-71 42-14 


Precious Metals continued 

■ GOLD COMSX (100 Troy oz.; Srtroy oz.) 

Sen Days Open 

pries chans* High low Vol int 
Fob 295.8 -72 303.6 294.7 931 1367 

Mar 296.3 -7.7 3022 296.0 4 9 

Apr 2972 -72 3052 296.0 14572 73.460 

Jun 299.1 -7.9 306.6 297.7 320 14.162 

Aug 3002 -7 S 307.7 300.0 386 5.641 

Oct 3022 -72 305.4 305.0 2 3,214 

Total 17,533 156,645 

M PLATINUM NYMEX (SO Troy oz.; Srtroy ozj 

Apr 3862 -5.a 392.0 383.6 986 9.154 

Jnl 3842 -58 386.0 383.0 227 836 

Oct 3832 -5.8 1 345 

Jes 384.2 -08 - - 4 14 

Tutsi 2,113 10348 

■ PALLADIUM NYMEX (100 Troy oz^ Srtroy oz.) 

Mar 236.95 -220 2383)0 23500 521 3,581 

Jon 233.95 -220 235.00 23500 142 793 

Sep 231.95 -220 - - 1 232 

Total 664 4JB1 

M SILVER COMEX (5,000 Troy oe.; Cerfe/ffny oz.) 
Mi 660 5 *372 40 41 

Mar 661.5 *367 6610 621.5 16293 59.075 

May 657.0 *33.2 661.0 621.0 1,801 13,459 

Jnl 6525 *31.3 654J 6220 1,006 11,525 

SCp 643.0 *302 630.0 635 0 318 4.457 

Dee 6415 +2&7 6300 6180 366 0631 

Total 19488105460 

ENERGY 

■ CRUDE OIL NYMEX (1 .000 barrels. 8/banri) 


Mar 

Apr 

MW 

Jun 

Jtd 

Aeg 

Total 


Latest Days 
price change 
16.63 -037 
1691 -033 
17.11 -021 
1735 -024 
1753 -023 
17.72 -0 19 


Open 

High Low Vd H 
17.17 16.60 53,420 93286 
1725 1683 24.467 53.476 
1744 17.05 5,770 31.460 
1725 4.191 44.630 
965 20.703 
692 15.421 
90489410328 


17 71 
17.74 17.48 
1785 17.72 


CRUDE OIL I PE (S/barref) 


Latest Days Open 

price change High Low Vol M 
Mar 1539 -029 15.78 1530 14,946 64321 

Apr 1550 -025 16.11 1550 10.532 45899 

May 15.80 - 16.10 15.70 2256 20020 

Jon 1599 - 1629 1526 3.930 27.678 

Jri 1620 - 1643 1615 1.339 11 J72 

Aog 16.55 - 1658 1654 92 6.159 

Total n/a nti 

• HEATING OIL PflfMBt (4Z000 US gate. c.’US gate.) 


Apr 

May 

Jua 

Jul 

AOS 

Total 


Latest Days 
pries change Kfgti 
4645 -egg 4700 
47.00 -0 81 48.05 
47 50 48 42 

47.95 -0.51 48 52 
48 65 -031 
49.50 SOI 


49.47 

5022 


Line 

46.40 

46.95 

47 50 
47.90 

48 55 
4950 


GAS OIL IPE Stare) 


Open 
Vol tat 
13.827 57.418 
S.673 26282 
2.455 15,495 
953 18.815 
573 11.565 
65 B 8383 
20339 174£35 



Sett 

Days 

Open 


price ctauge Kgh tow 

Vri kd 

Feb 

14000 

-250 144 00 T4Q.OO 

5381 20954 

BSar 

142.00 

-230 14530 14130 

4.949 10520 

Ate 

14175 

-200 1471/0 14350 

1349 11.032 

Hay 

14525 

-225 148 50 14525 

944 7.142 

Jun 

14725 

-2.00 149.50 14725 

361 12450 

Jul 

14900 

-200 15125 15125 

40 3.945 

Total 



14200104308 

■ NATURAL GAS at (1,000 Rons pence per Don) 


Mar 10 220 -Q 180 70 400 10.220 245 2050 
Apr 9 910 -0 DB0 9 S6D0 9910 125 2.030 

Total 1,005 11,325 

■ NATURAL GAS NYMSf nOOOO mmBlu : SmmBau 


Latest Dare 
pries change KJgfe Law 
2280 -0 W9 2380 2260 
2295 -0.053 2367 2280 
2310 -a 043 2368 2300 
2320-0038 2370 2315 
2325-00)8 2365 2320 
2330 -0.043 2375 2330 


Apr 

»«y 

Jun 
Jnl 
Aq 
Total 

■ UNLEADED GASOLINE 

nymEX (42.000 US nails.. CAB gate) 


open 
vol W 
43.701 42781 
15.746 15.705 
7 j 6S7 14.00 
4380 lt.856 
2150 10236 
2.6*0 1 1 316 
M3H192.CS 


Mar 

Apr 

■ay 

Job 

Jul 

Aog 

Total 


Latest Days 
price change Kgb 

SI 30 -134 5285 
5435 -1 03 5535 
54.80 -033 
54 65 -0.78 
54.40 -063 5485 
5430 -0.08 5430 


5S3S 

5520 


Lew 

51.15 
54.05 
54 50 
54.55 
5430 
5415 


Open 
Vol tnt 
11.430 35.296 
5.816 19,626 
1382 12334 
536 9.840 
327 9.052 
TIG 4,487 
21215 96333 


GRAINS AND OIL SEEDS 

■ WHEAT UFFE (100 tonnes; E par tonne) 

Salt Days Open 

piles change Hgh Low Vri tat 

Mar 80.70 - 81.15 80.70 117 2295 

May 8270 - 8115 8250 175 3347 

Jul 84.70 - 6535 85.00 56 558 

Sep 80.75 63 

Nov 8275 - 8275 82.75 10 1,482 

Tetri 353 8,334 

■ WHEAT CBT (5.00C&U min; carfe/BOb bushel] 

Mv 34425 +0.75 34720 341.00 11289 50,734 

May 35275 +1.75 35620 35025 2970 17219 

Jri 361.00 +1 JO 36400 357 JO 2J10 23247 

Sap 367 JO +3 JO 369 JO 385.00 276 2245 

Dae 378.00 +1.00 381.00 376.00 167 4201 

Jtri 371 JO +3J0 367.50 36750 1 26 

Total 17J49 09213 

■ MAIZE C8T (5,000 bu min; cena/56fc bushel} 

Bar 275 JO -020 277.75 274.75 30280138283 
Hay 28250 - 28500 28200 6202 65,892 

Jot 28825 +025 29050 23725 0.623 71266 

Sep 28800 - 287-25 284.75 491 9.803 

Dsc 28S2S *025 287 JO 28450 4J10 45,714 

Iter 29225 +025 2BQJ0 291 JO 447 2735 
Total 48^07 335235 

M BARLEY LFPS (100 tonnes: C per tonne) 

Mar 75.60 -020 75.90 75.60 332 1JS6 

Bay 77.85 -025 78.15 77.70 127 53 

Sep 7200 -0.40 6 

Nov 80.00 -0.40 80.00 80 TM 10 263 

Jan 8200 -040 72 

Total 489 1,480 

M SOYABEANS CBT (5lQ0Piu mte certriEflte bestej 

Mar 68450 +750 685J0 67650 27,162 55.812 
May 686 50 +725 68700 679.00 3,896 29296 
Jri 990.00 +7.75 691 JO 681 JO 2430 33.774 
Aug 688.50 +7.75 68000 6KLOQ 74 5211 
Sep 673 JO +4 JO 671 JO 671.00 24 677 

Nov 67125 +4.50 67150 B65J0 1568 13221 
Total r^en tw^ana 

■ SOYABEAN OIL CBT (60.000ib5i osnte/lb) 

Mar 25.62 +0.37 2563 25.11 8244 53282 

May 2599 +034 26 JO 25J0 3573 26571 

Jot 2625 +0.37 2625 2679 1 272 17.982 

Aog 2624 +028 2620 2604 184 4289 

Sap 2600 +0.38 2602 25JB0 62 Z032 

Oct 2590 +025 360 360 118 1J09 

Total 15240 116416 

■ SOYABEAN MEAL CBT (100 loros SAon) 


SOFTS 

COCOA UFFE (10 tonnes: -Eftanna) 



Sea Day's ' 
pcfca fltaoQi ffijfc 

tow 

Optai 
Vri W 


Bar 

1042 

+11 

1044 

1032 

738 52,130 

Fsb 

B*» 

1066 

+13 

1070 

1052 1388 24,452 

AW 

Jul 

1087 

+14 

1068 

1077 

.185 13253 

Jh 

S«P 

1107 

+13 

1109 

1063 

387 23J74 

Aog 

Dec 

1131 

♦11 

1134 

IIS 

253 2DJ7B 

Oct 

Wat 

Total 

1157 

+11 

1158 

1145 

862 23,150 
3261184,10 

Use 

Total 


■ COCOA CSCE (10 tonnes: Statutes) 

Mar 
May 
Jot 
SNi 
Doc 
Mar 
Total 

■ COCOA pCCO) (SOR-s/tonne) 

Fab 2 Price . Pro*, day 

Daly 122823 122522 


MEAT AND LIVESTOCK 

■ LI VE CATTLE CUE (40, OOOfeg osnts/B») 

San Days Opes 

Plica clangs H* Low Vol tat 

63275-0.175 63.700 63.12 7587 25,188 


68.750-6400 69250 68700 1569 8J56 

70575-0575 71.100 70450 542 3.976 

71.450-0290 71J50 71.400 .77 815 

38571 1095H 
■ LEAN HOQS CME (40,OOO(bs; cantatas! 


1582 

+18 

1597 

1565 3,132 16213 

Fee 

H. 475 -0475 55200 55.400 3269 

.13277 

1618 

+21 

1632 

1SU 2J86 32J06 

Apr 

56225-0450 56.850 50250 5214 

10009 

1648 

+21 

1662 

1633 

150 6211 

Jm 

63825-0225 64.100 63200 

990 

10252 

1677 

+21 

1688 

1661 

24 5227 

Jri 

63200-0100 63200 63.150 

930 

3J62 

1708 

*22 

1716 

1700 

223 12,004. 

*ig 

61.300+0050 81.400 WJOO 

152 

1.151 

1738 

+19 

1745 

1732 

19 9201 

Oct 

58.175-0050 5B200 58J375 

338 

1295 





6219 8003 

Tetri 

11280 

47,166 


■ COFFEE UFFE (5 tonnes: S/tanne) 


Her 

1765 

+30 

1768 

1728 2268 ZL925 

a** 

1725 

+30 

1727 

1693 1.134 13249 

Jri 

1705 

+30 

1705 

1670 132 2254 

Sap 

1685 

+26 

1660 

1655 161 1267 

Mot 

Total 

1872 

+25 

— 

- - 69 

4JS5 4ZJ75 


B COFFEE *C CSCE (37,50M»: cents/lbs) 


Bar 

17075 

-1.45 17820 17520 6J62 17285 

(99.7%) LME 

Stay 

17075 

-2.15 17320 169J0 2,401 

7286 

1500 

Jri 

162.65 

-125 16425 16050 

272 

3230 

1525 

Sep 

154.15 

-Z15 15050 152.50 

465 

1267 

1550 _ 

Dec 

14040 

-2.15 14820 14520 

133 

1J71 

■ COPPER 

Mar 

140.15 

-125 142.00 14020 

39 

369 

(Grade A) LME 

Tetri 



8272 32481 

1700 

■ COH-fcE (ICO) (US cents/pcasirD 



1750 


■ PORK BELUES CME (40.00006; cents/be) 

Feb 51200+0250 51500 51200 1.078 3.129 

Mer 51.13+0200 51200 50450 1,433 0783 

Bay 51JSO-0O9O 51.750 50900 669 %S25 

Jtd 50250*0200 50800 50000 132 1J03 

Aug 47530+0150 48200 4757S 17 209 

TOW 3229 9JH5 

LONDON TRADED OPTIONS 

Strike price t tonne — cite — —Puts — 
Mar May Mar May 


Mar May Mar May 


Mr 2 

rnmfi rtoCy 

15 day swage 


.13043 

.13174 


Rn. day 

13329 
73128 

B WHITE SUGAR UFFE (5D tonnes; S/toraiei 

Mar 294.6 -22 2965 29*2 2.795 IB 31 9 

■ay 286.0 -02 2900 2977 2388 12384 

Aag 301.7 +01 3025 3012 559 5306 

Oct 2975 +04 2964 297.1 410 6022 

Dae 3012 +01 301.2 3002 S3 484 

Total 0142 40529 

B SUGAR <11* CSCE (I12200tos; cento/lbs) 


1800. 


Bar 

1962 

*09 

1972 

1906 

0690 40402 

Urn 

1120 

-0JJ3 

112 

11.18 7285 72233 

Hay 

1942 

*03 

195.6 

194.0 

3.143 32270 

m* 

1097 

+004 

I1J3 

1092 4260 55290 

Jri 

1952 


I960 

1952? 

1.458 21,607 

Jri 

1075 

+006 

1080 

1068 1,169 29280 

(tag 

1972 

♦04 

197.8 

1962 

216 7JI6 

Oct 

1076 

+007 

1081 

10.68 1471 37,783 

Sep 

198.0 

+02 

1982 

197.7 

64 0084 

Bar 

1083 

+0J4 

1026 

10.77 545 13J10 

Oct 

Tetri 

1900 

+1.4 

1902 

197.5 

59 1262 
14,107 114214 

■ay 

Total 

1020 

+004 

1079 

1075 1 1.833 

16231210381 


B COFFEE UFFE Mar 

1700 84 

1780 88 

1800 31 

■ COCOA UFFE Mar 

1023 

1030 

1075 

B BRENT CRUDE 
IPE 

1550 

1600 

1350 


May Mar May 
ill 19 88 

88 37 113 

88 68 143 

May Mar. May 


28 

84 

11 

23 

15 

; so 

23 

34 

8 

37 

41 

46 

Ms 

Apr 

Mar 

Apr 

30 

- 

- : 

67 

i 

59 

. 

. 

.7 

- • 

- 

- 


LONDON SPOT MARKETS 

B CRUDE OIL FOB (per barrel) +or- 


POTATOES UFFE (20 tonnes; E per tame) B COTTON NYCE (5Q.000too: cantaflba) 


Mar 

70.0 

-02 

_ 

_ 

_ 

_ 

Bar 

67.02 

-018 67.16 662011,748 33JS2 

Apr 

75J 

-22 

700 

73.0 

104 

1J89 

May 

6829 

-019 68.40 6012 4243 16211 

Hay 

870 

_ 

800 

85.0 

15 

103 

2d 

6926 

-016 69.65 6945 2J46 17220 

Jm 

97 0 



_ 



Oct 

71 JO 

-020 7120 7120 58 1292 

No* 

5&0 

+2J 

_ 

_ 

_ 

_ 

Dac 

73-00 

-012 7325 7Z75 1J29 16255 

Total 





119 

U36 

He 

74.03 

-0.11 7325 73.77 217 880 

■ FREIGHT (BIFFEXj UFFE (SIOAndex pant) 

Total 


21J14 90475 








■ ORANGE JUICE NYCE (15200K)K cen^bP 

Feb 

970 

-20 

971 

960 

26 

253 

— 



Bar 

1015 

-25 

1030 

1014 

196 

373 

Bar 

9725 

-1.00 6000 95,60 5262 10911 

Apr 

1110 

-5 

f 110 

1091 

127 

543 

Bay 

10095 

-025 101.90 9075 758 7,012 

Jri 

985 

-5 

985 

975 

22 

150 

Jri 

103.75 

-075 10425 10220 276 4296 

Oct 

1160 

-25 

1160 

1160 

5 

01 

Sap 

10065 

-0.75 10075 10075 45 2246 

Tetri 





376 

14*8 

Nov 

10085 

-03S 10920 10000 1 4 


OM 

Pisv 





Jm 

11025 

+1.75 - - - 933 

BH 

1015 

1026 





Total 


6442 30181 

PULP AND PAPER 







■ PULPEX OMLX IUBS; 24 air tey tons) 

Sail Bays Open 

price change Mgb Lew Vri lot 
Kai 496.00 +1820 497.00 478-25 141 392 

Jun 517.50 +15.00 520.00 50025 92 319 

Total 233 711 

FUTURES DATA 

AO futums data suppaed by CMS. 


VOLUME DATA 

Open Merest end Volume data shewn tar 
c o n nects traded on COMEX. NYMEX CBT. 
NYCE, CME CSCE Bid IPE Crude OH are 
arm day ta arraera. Volume & Open interest 
totals am tor a! traded months- 


INDICES 

■ Reuter* (Base: 1B/B/31 - 100} 


Minor metals tram Mem BuUebn 
Eiropean free market, S per IQ ri woMKuae, 
(mesa amewtae stated (tea week’s in brack- 
ets. wnae changed). Antimony: 99.65%. S 
per tonne. 1.710-1.760 (1.790-1.780). Ota- 
muth: mm. 99-5*9%. tonne lots 3.45-3.65 
O20-3J0). Cadmium: nan. 9925%, cwna a 
pound, 3000-3500. Cobalt MB free market, 
rr*L 995%. 3420-2520; min. 992%. 1095- 
1040 (1820- l9.00}J4ercuryi min. 9959%. S 
per 76 lb flask. 140-1 SO. Molybdenum 
drummed molyodic oxide. 3.G5-3.80 (3.00- 
350). Selenium: mm 992%. 2-00-3.00. Tung- 
sten ore: starretarf nan. 65%. S par tonne tew 
(10kg) WO„ Cf. 40-52. Vanadium: nr. 90%. 
OF. fl.6O-6.BO iSJO-eJOL Urantonc Nuexco 
igraarEaea sacnanqe value, 9.65. 


Fob 3 Fob 2 
17S25 1760.8 17485 , 18452 

I CRB Futures (Base: 1867 = 100) 

Feb 2 Jan 30 month ego year ago 
235.11 234.08 

I GBd Spot (Base: 1070 ■ 100) 

Fob 2 Jan 30 mortfh ago yam- ago 
17458 17456 17350 204.91 


Ahsnlnhen 

-1,725 

to 

584,350 

AlumWian at oy 

-290 

to 

42280 

Copper 

+2200 

to 

380275 

Load 

_ 

to 

100550 

Mckri 

+168 

to 

80054 

Zinc 

+4276 

to 

489225 

7Vi 

-235 

to 

11285 



513.10-3.15k 

-025 

Brent Bland (dried) 

S14.76-4.79 

-0295 _ 

Brent Blend (Mari 

SI 033-520 

-0255 

W.T.L 

S1621-6.B3X 

-0265 

■ OIL PRODUCTS NWEpnanpt defcwy OF (taon^ 

Premium GasoRne 

$1 88-170 . 

+2 

Gas Ol 

S139-141 

-3 

Heavy Fuel OH 

$61*63 

-1 - 

Naphtha 

$152-153 

-02 . 

Jet tori 

SI 55-157 

-a 

Diesel 

S146-147 

-3.3 

■ NATURAL GAS (Penoe/theim) 


Bacton (Mai) 

1020*1020 

-0.125 

Peootai+n Afgua. Tat London IP171) SSP 87BS 

■ Other 



Gold (per trey m3* 

S29725 

.-5-30 

SSvor (per tray co& 

663.00c 

+39.0 

Ptodnixn (per trey ox-) 

$30720 

-220 

Prilaeflum (per troy ozj 

S23820 

-OSD 

Copper 

800c 


Lead (US prod.) 

4520c 


Tin (Kuala Lumpu) 

23.43T 


Tn (New York) 

247.6 

+120 

Cattle (Bve weight) 

91.15p 

♦as r 

Sheep (Bva weight) 

7013p 

-446- 

Pigs Ohre welgWJT 

7321 p 

+7.14- 

Lon. day sugar (raw) 

$27120 


Lotl day auger (wtej 

S29320 

-3.70 

Bartsy (Eng. feed) 

Unq 


Maize (US No3 Yritaw) 

£10920 


Wheat (US Dsrii North) 

Unq 


Rubber (Mat)? . 

5S.00p 


Rubber (Af»? 

682Qp- 


Rubber (KLRSSNol) 

33000m 

•+OOO. 

Coconut 08 (PM)§ 

5S5JJy ' 


Prim OR (Mriny.)§ 

5072 , 


Copra (fwi)§ 

S370.0y 


Soyabrars (UQ 

1842 


Cotton OuttodfA' index 

09.65c 

+0.10 

Woortops (S4s Super) 

370p 

- 


Cpta tame unl»ai uthmw 
doe*.* Change on uwA, 


y JwVFob. x- Mr. 
1 4 Biflon mart* 
m nte natal <ri plgaaoKL 



CROSSWORD 


No.9,598 Set by ADAMANT 



ACROSS 

1 Taken start of sonata some- 
what lento (6) 

4 The introduction of diplo- 
mats could alter the sen- 
tence (8} 

9 Fresh stage having brought 
in new factors (6) 

10 Grow op, Henry! tbe age of 
voting is pointless! (8) 

12 His message is dawning (8) 
18 Accuse of having originally 
lost a stage of the race in 
outskirts of Ambleside (6) 

15 Feeling sick? No question, 
ifs simple (4) 

16 Benefit in degrees for pri- 
mates (7) 

20 Neat overnight accommo- 
dation? Neat! (4r3) 

21 Was the god in the red at 
home? .(4) 

25 Spend time by lake in Ger- 
many (6) 

26 1*0831517 half the group sur- 
•. rounded the Mng 

28 Tyneside gets back at 
grammar school to make 
savings (4.4) 

29 A mechanic is mare appro- 

• iHlate (6) . 

30 'They. chase. the nuns madly 
around mass (8) 

81 The short answer includes 
\ . lines of conductors (6) - . 

• •• DOWN • 

1 Looked for church - in Red 
Sea first (8> 

2 Mine is onihe surface (8) 

3 Special introduction to the 

coarse (0) ' — - ‘ 

5 Extra deliveries (4)'. . 


6 Encourage scheme to start 
producing vegetable ® 

. 7 Horseman stole off with 
leading rein <6> 

8 The German ate a pnb meal 
( 6 ) 

II Consigns island into hands 
of communists (7) 

14 Stay with relation about a 
day in Prance (7) ' 

17 Having no transport round 
Europe? That’s showing 
lack of foresight (8) 

18 Completely in thrall, but 
did badly and had to put 
on external show (8) 

19 Catches American spies 
leaving Renaissance 
intrigue <8) - 

22 Stand for splint - holding 
broken section (6) 

23 Nothing wrong in «iming 
up to university all 
together (6) 

24 No French quarter given in 

• battle? (6) . • 

27 Go back to the French look 

Solution 9.597 
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FINANCIAL TIMES 
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LONDON STOCK EXCHANGE 





More bid action attracts new buyers to equities 


FTSE AH-Sbare Index 


MARKET REPORT 


By Steve Thompson, 

UK Stock Market Etfitor 


Takeover stories continued to 
drive London shares higher yes- 
terday. th anks to a FTSE 100 bid. 
another in the FTSE 250 and 
action across the smaller stocks. 

The FTSE 100 index rallied 
after an uncomfortable start to 
the day. caused by intermittent 
flurries of profit-taking, to end 
13.8 up at 5.612.8. taking its 
sequence of record closing highs 
to five and its run of gains to 
seven. 

It was the hostile bid for Argos, 
the catalogue shopping chain. 


from Great Universal Stores, that 
captured the stock market's 
imagination, igniting a retail sec- 
tor that has mostly underper- 
formed the wider market over 
recent years. 

An increased offer for Energy 
Group, from Pacificorp. the US 
utility company, had been expec- 
ted. as had the offer from Austra- 
lia's AMP for Henderson, the 
fund management group. Among 
the smaller companies there was 
an agreed bid for Gibbs Mew, the 
pubs group, from Enterprise Inns 
and a bid approach for Beales 
Hunter, the electronics company. 

The bid action in the market 
offset a fairly hefty dose of profit- 
taking in the pharmaceuticals 


arena, which triggered Footsie's 
140-point leap on Monday when 
the market had its first opportu- 
nity to react to the proposed 
merger of Glaxo Wellcome and 
SmithKline Beech am. 

For a change the FTSE 250. 
inspired by the big rise in Argos, 
captured the limelight, pushing 
up 37.5 to 4,015.9. That gain 
brought the 250 index to within 
50 points of its previous record 
closing high of 4.963.8. set in mid- 
October last year. 

The 250 index includes several 
high street retailers, many of 
which moved higher in sympathy 
with Argos yesterday, including 
MFI, Arcadia and Liberty. It also 
includes most of the large house- 


builders. which made rapid prog- 
ress in the wake of exceptionally 
good results from Bryant Group. 

The leaders, on the other hand, 
had to cope with bouts or often 
heavy profit-taking from domes- 
tic and international institutions, 
which have been carrying over- 
weight positions in the pharma- 
ceuticals sector for some time. 
Banks and insurance stocks suf- 
fered from the same kind of sell- 
ing pressure as the drugs stocks. 

But the overwhelming trend in 
the top 100 stocks remained bull- 
ish, with dealers noting keen sup- 
port from private investors for 
most of the apparent takeover 
targets. 

The FTSE SmallCap index rose 


8.9 to 2,388.6, not far short of the 
day’s best of 2^88.0, helped along 
by actual and rumoured takeover 
stories. 

The market now enters a - 
period of genuine uncertainty, 
awaiting decisions on . interest 
rate policy in the UK. US and 
Germany, and Is also poised to 
react to Friday’s non-farm pay- 
roll report from the US. Few 
expect rate changes in either ' the 
US or Germany although some 
fear that the Bank of England’s 
monetary policy committee could 
yet raise UK rates. 

Turnover in equities was 
S85.6m shares, of which just 
under half was in non-Footsie 
stocks. 
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Source flaa«ra/Top*c I ' . 


Indices «nd ratios 


FTSE 100 5012.8 

FTSE 250 49155 

FTSE 350 . 2668.4 

FTSE AB-Shara 2597^8 

FTSE All-Share yield 2.9S 

+13.8 

+37.5 

+9.0 

+8^2 

3.00 

Best performing sectors 

1 Alcoholic Beverages — 

.-+2.7 

+2.A 

3 Retailers: General 

-+ZJ0 

—+2J) 

5 Chemicals 

— +1.8 



FT 30 

FTSE Non-Fins p/e 21 .22 

FTSElOOFut Mar 5630.0 

10 yr Gift yield 6-1* 

Long gitt/equrty y!d ratio 2.08 

Worst performing 

1 Phamiaceuticate 

2 Leisure & Hotels 

3 Consumer Goods - 

4 Life Assurance 

5 Diversified Inds 



Argos 

battle 

looms 


Dealers were bracing 
themselves for a bid battle in 
the stores sector after Great 
Universal Stores surprised 
the market with a £1.8bn 
offer for Argos. The cata- 
logue retailer immediately 
rejected the 570p a share 
offer. 

Argos shares raced ahead 
yesterday following news of 
the offer, gaining 188 or 42.5 
per cent to 63Qp as talk or a 
white knight did the rounds. 
That talk settled on King- 
fisher. with Littlewoods also 
mentioned. But one special- 
ist ruled out such a move 
saving. “I doubt Littlewoods 
will be going for this one at 
this stage." 

Few expect Argos to 
remain independent even if 
no alternative bid is tabled. 
The group has issued three 
profits warnings in just over 
a year and revealed a drop in 
sales over the Christmas 
period. The shares had 
underperformed the market 
by 22 per cent over a 12- 
month period before yester- 
day's strong advance. One 
analyst said: “It will be diffi- 
cult for Argos to generate a 
meaningful defence. Their 
stock in the market is pretty 
low at the moment." 

However. analysts 
suggested GUS will have to 
raise its offer if it is to win 
the bid. An improved offer 
around the 650p a share 
mark was being talked about 


with 700p regarded as a 
knockout bid. 

GUS shares rose 29 to 762p. 
while those of Kingfisher 
hardened 2*. > to 961p. 

Exploration and produc- 
tion stocks were well bid fol- 
lowing a a positive note on 
the sub-sector from Morgan 
Stanley. 

The broker turned buyer 
on Lastno and also recom- 
mended Enterprise because 
of the sub-sector’s 25 per 
cent underperformance 
against European stocks. 
Enterprise rose 21 to 590V 3 p 
and Lasrno 6’ « to 263?ip. 


Reuters falls 


Even the bears were begin- 
ning to finger the buy but- 
tons as Renters fell a further 
28 to 520p to leave it off lOOp 
or 16 per cent over four trad- 
ing sessions. During that 
time, the Footsie has hit new 
highs every' day. 

The stock has suffered a 
buyers' strike since it 
emerged tbat a subsidiary of 
the news and financial infor- 
mation group faces a grand 
jury inquiry in the US. 

One analyst said US inqui- 
ries are likely to drag on for 
some time and the stock 
could be dead money at least 
until the figures next week. 

However. Mr Brian New- 
man of Henderson Cros- 
thwaite pointed out tbat 
£1.6bn had already been 
wiped off the market value 
over the past four sessions 
and the selling had gone too 
far. 

"It is trading at a p/e dis- 
count to the market which is 
frankly incredible. Histori- 
cally, it has traded at a pre- 
mium of between 20 and 60 


per cent.” he said, adding 
tbat he intended to publish a 
buy note today. 

The bid battle for Energy 
Group moved forward as 
PacifiCorp of the US raised 
its offer for the utility to 
765p a share. 

If the bid is successful, 
shareholders will not receive 
the cash for 90 days. Thus 
the real value of the offer, 
with the loss of interest over 
that period factored in, is 
only about 750p a share. 

The stock started above 
that level and jumped a fur- 
ther 21 to 775‘/ z p as the mar- 
ket took a strong view that 
either Texas Utilities or 
Nomura would come to the 
table with a firm offer. 

Both have shown their 
hand before. However, ana- 
lysts said PacifiCorp 's offer 
had left little room for man- 
oeuvre and was well ahead 
with the due diligence and 
regulatory approval. 


One of the strongest rises 
in the FTSE 100 was 
achieved by Siebe, which 
gained 67 to £11.47. helped by 
a reiteration of an “accumu- 
late” stance by Merrill 
Lynch. 

However, volume in Siebe 
was a thin 2.3m. which Paul 
Compton at Merrills said 
showed the reluctance of 
Investors to sell engineering 
shares after their severe 
underperform an ce. “It would 
not take a lot of good news 
for this sector to rally 
strongly.” be added. 

The positive sentiment 
spread to Smiths Indus- 
tries, which gained 20 to 
785p, and TI Group, which 
rose 25 to 462p. 

Results from Bryant 
Group beat expectations and 
saw the shares power ahead, 
while the positive sentiment 
spread to otber housebuild- 
ing-related stocks. 

Bryant achieved one of the 


FT 30 INDEX 

Feb 3 Feb 2 Jan 30 Jan 29 Jan 28 Yr ago *Hlgb 


‘Low 


FT 30 3414.9 3409.8 3358.6 33408 3336.1 2841.6 34303 2668.8 

Ord. div. yield 3.17 3.17 324 3.27 3.29 4.06 4-22 3-29 

P/E ratio net 22.40 22.39 21.86 21.70 21.57 17.53 2253 15. B0 

P/E ratio ml 2220 22.19 21.68 21.51 21.38 1736 2202 15.71 

FT 30 awe xrnpfcBWr Ntfi 34303 18/1IW7; lew 48 4 2B/D6-40. Base Dure ITOf. 


FT 30 hourly 
Open 9 


10 11 


12 13 


14 


15 16 Htfi Low 


3409.9 3394.0 3402.1 3406.9 3412.4 3W6S 34 T 1.2 3411.5 3413.8 34180 3393.7 
Fab 3 Feb . 2 Jan 30 Jan 29 Jan 28 Yr ago 


SEAQ bargate 
Equity timover (£m)t 
Equity bargalnst 
Shares traded impt 


80,269 


83.960 

NA 

NA 

NA 


63.064 

2213.1 

50580 

6109 


66.329 69.589 47.163 

2045.5 2322.4 6663 

54.435 56.799 16.330 

579 648.8 228.1 


f&uftdry Wra-mar^et and crwrwws turnover bat hduXog Croat earewer. 
0 FTSE knomafianu Ufrtad 1«a AH rights reserved- Tor 1997/90. 


■ London ma rtrrt data 


Rises and Mb* 

Total Rises 805 

Total Fals 734 

Same 1.434 


52 Week highs and lows] LIFFE Equity opfions 


Total Wgha 
Total Lows 


212 

£9 


Total contracts 
GaBs 
Puts 


38249 

22276 

15,873 


Feb 3 ‘Data based on Equity shares listed on the London Share Service. 




AMEX 

Behind the same? 



o 




HOGG R 

Slow to. turn? 


CARLSON WL 

Off the oace? 




PORTMAN 

In control of play 



Any doubts about selection? 


As all canny travel managers know, sometimes the 
easy route isn't the best one. Selecting a big name to 
keep things good and tight sounds like a simple and 
straight forward choice, doesn't it? But what happens 
when they fail to live up to their promise? When they 
just don't seem to understand exactly what you need ? 
Your decision can quickly land you in some trouble. 


4.000 locations 'worldwide. Most importantly, we 
possess the attitude and approach that ensures 
we score where others don't. 


How many times have so-called 'big signings' failed 
to perform? Exactly. Perhaps it's time to select the 
only player who can consistently take on the rest - 
and beat them. 


Portman are No 4. We:re different. And we're good 
This means that today more and more companies are 
putting our name lirst on the sheet when it comes to 
choosing an effective travel manogement service. 


Pick the right ream. Speak to Portman. 


We enjoy being at the centre of things when 
controlling our clients' travel spend. As the UK's 
largest independent, we are used to having a strong 
influence with all the maior travel carriers. And our 
distribution ic rightly praised far its nationwide 
network of offices and global strength from over 


Call Lesley or Brian on OSOO 731 1627 
E-nail: lcollinsdportmantravel.co.uk or 
blawler@portmantravet.co.uk 


Q. PORTMAN 


In a league of our own 


futures and options 


■ FTSE 100 MDEX FUTURES (UFFQ E 25 per fuB index point 


IAPT) 


best rises in the FTSE 250. buy” to “buy" after recent 
with its gain of 9 to I22p. rises, in the share prices. He 

George Wimpey rose 9 to has told clients: “We can — — _ . „ 

l02Vip in volume of 4.4m, now foresee the establish- opeo s «* xpric ® .£*■ 

Beazer Group advanced 13% meat of information technol- “*■ 5603 - 0 5637 0 55 ^ L0 ' 0 lM6 

to l89V.p and Bellway gained ogy as a separate index sec- ^ nmmes ojffq sno «r mi mdexpow 

lBVi to 366p. tor as- planned at the end of ■ FTSE25omoEXPunm^.iu^>. ^ — 

Bryant’s strong results, 1998. given tbat the sob-sec- Mar 4floao +1 ° 

and the positive reaction of tor now represents over l 


6199 


similar stocks, prompted per cent of the FTSE All- 
suggestions that the sector Share." 
may finally be seeing the re- Pace Micro Technology 


■ FTSE 100 INDEX OPTION jUFFEj (*5606) £10 par fU index pont 


5460 
C P 


5500 6690 5600 566D 5700 5790 5800 

rating some analysts think it enjoyed one of the best - iftb to 5 ras sshA ra & 9S1 £ 73*2 a i® * m 

deserves. advances, with a rise of 33 tw 272 96 a s*a 109 295 i3i ns isi^wfeTOizUBiz 157 95>2222]2 » 253 

The building and construe- per cent or 10 to 40p after it Apr 3Z7*2i37H ar 156 as 174^23^193^202^ m to 238 VMi&h. m Z9ia 
tion sector staged a 2.5 per announced a substantial g* ot 1714 w tgj m aais^a 348 

cent rally yesterday. Merrill order for digital set-top / 4307 na 1,179 

Lynch has told clients the boxes from BSkyB. ■ ei*rq sty* ^fpviqomtex option (uffeieiopctuf rate* point 

sector is about 15 per cent Beales Hunter gained 12 to . — — — —— ZZ ZZ ^ st 7 s~ 

underrated, and added: “We 70Vip after the refrigeration ^ 229*2 32 199 4iMW*i 53*2 Whist as so o 11s 43 145 2 th iw 

do not believe tbat earnings engineer said it had received . ' Mr tsp 2 92*2 zss lOftZBfliiaPj 190 i38h 168 158 131 TO Wfc 204 * zn*! 

will collapse as existing rat- bid approaches “at -prices £ w *** 271 

dgniffcmtly above- the cur- S?3£ S § SS 

rent market price". . _ c* 6.71 b m> m so mm pvmb m« mas Rraiten » based <* senmni nto. 
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p up ' gttiaj Wgh Low Stock p */- Jv. cov. yW net 


ings imply.' 


Tate warns 


Tate & Lyle was the worst- 
performing stock in the 
FTSE 250 after it wrong- 
footed tbe market by issuing 
a profits warning at its 
annual meeting. The shares 
lost 41 to 5G7p. 

With several brokers hav- 
ing issued “buy" recommen- 
dations on the stock in the 
last few weeks, analysts had 
expected a strong and posi- 
tive statement “This is not 
what we had expected. We 
thought things were going 
well,” said one. 

BSkyB bounced sharply 
after the company reported 
first-half results in line with 
forecasts and reassured wu 
investors about its digital ajBW * ste m 
launch. 


340 juu vageo a diu 

3S>2 28*2 ' 3512 
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FTSE GOLD MINES INDEX 


Fab %cbg JW 
2 on day 30 


Ttar Out *» HE 
ago |WK nla 


M0b Low 


2M 


- 1BB7wQ KIJ23 


Bold Mom tndax(Z3) HUM -«3 tir7S2 108B33 
« tenant Ante . 

121228 468 1282.76 194469 538 2222 233346 021 75. 

138279 -1.9 142003 195242 254 17^2 213422 93363 

lUSl MHria PZ> 105445 -0.4 .105836 1B01JM . 132 3934 178036 86436 

The Shares gained 19 to Ccpyrfct*. FTSE l a g namuna l United 199 a. A! Ilgha naarved. Flgtns in tndds Mam 
■aci« F-nvr, a nunbw d convnaa. teals US Dotes. Beso VakN.' lODOJW 91/12AB. t ftethL LAM pdooa 

36ip recovering from a unmiabta & maun. 


recent 23-month low of 340p. 

The information technol- 
ogy subsector continued, its 
advance, adding to the 18 per 
cent gain chalked up since it 
was created a month ago. 
The largest stock in the sec- 
tor, Misys. was up 7'/« at 
£23.52*/i, while Logica gained 
22% to £13 l677*. 

Graham Brown at Suther- 
lands has downgraded Misys 
and Logica from “strong 
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Jwi30 
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yfakM yWd% 

QW 

redo ytt 
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FTSE 100 

66128 

*02 

5M80 

54565 

42605 

259. 238 

207 

2053 296 

242459 

FTSE 250 

401 53 

+08 

4878.4 

48615 

• 4575.7 

159 r 251 

156 

H79 652 

2064.15 

FTSE 250 ex IT 

4840 2 

+89 

48992 

48029 

48165 

351 251 

151 

18m 645 

210203 

FTSE SO 

2068.4 

+0S 

2 0594 

£6025 

21075 

256 246 

203 

20.64 1.74 

2555.7? 

FTSE 35D ex FT 

26T4.4 

*03 

26652 

2608B 

- 

800 248 

204 

2043 • 1.72 

121052 

FTSE 350 Higher Yield 

26S.7 

+81 

2B686 

25945 

■20215 

35S 350 

150 

17.12 154 

200651 

FTSE 360 Lower YMd 

26820 

408 

26875 

2E265 

22015 

2.11 1.72 

227 

2655- 215 

193082 

FTSE SmaflCsp 

238850 

+82 

2384.68 

237258 

-2314.15 

352 243 

150 

2654 222 

205640 

FTSE SmaOCap ox IT 

2375.42 

+82 

237039 
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232555 

352 250 
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232B 155 

206452 

FTSE AKShso 
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2536GB 
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manufacturers are using 
Rockwell’s K56flex™ 
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WORLD STOCK MARKETS 
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Wednesday February 4 1998 


Shares catch breath after upward sprint 


EMERGING MARKET FOCUS 


WORLD OVERVIEW 


European equities 


With the striking exception 
of Malaysia, world stock 
markets took a breather yes- 
terday after their record- 
breaking run on Monday. 
writes Philip Coggan. 

A swathe of European 
markets had recorded 
all-time highs on Monday, 
bolstered by a rally in Asia 
and by the knock-on effect of 
the proposed Glaxo Well- 
come/S mithK line Beech am 
merger on pharmaceuticals 
stocks. 

But the rally failed to sus- 
tain itself, even after the 
strong performance of Wall 
Street on Monday, where the 
Standard & Poor's 500 index 


FT/S&P Europe excluding UK 
280 



Sara: DtuUmajitfCV 


passed 1.000 for the first 
time. 

Nevertheless, shares in 
Dublin. Lisbon, Paris and 
Zurich bad enough momen- 
tum to record further closing 
highs, while the Frankfurt 


market fell Just short of 
Monday’s peak. 

Puma, the German sports- 
wear group, became the lat- 
est company to cite the eco- 
nomic problems of Asia as 
one of the reasons for a 


profit warning. The trend is 
accelerating; Neil Cooper of 
NatWest Markets says that, 
on balance, earnings down- 
grades are now exceeding 
upgrades for European com- 
panies. 

But he is still positive 
about the outlook for Euro- 
pean stock markets, given 
that Asia's problems will 
lead to a fairly relaxed mon- 
etary policy across the Con- 
tinent. 

Ian Scott, European strate- 
gist at Lehman Brothers, 
says be is cautious on some 
of the main continental mar- 
kets and expects returns to 
be modest this year. 

“Valuations, particularly 
in Germany, are stretched 


relative to bonds. We expect 
to see the Bundesbank 
tighten monetary policy this 
year aDd the D-Mark 
strengthen against the dol- 
lar. And. unlike in some 
countries, liquidity is not 
that supportive: the cash lev- 
els of German mutual funds 
are low by historical stan- 
dards." 

Lehman's favourite mar- 
ket in Europe is the UK. 
while on the Continent. 
Scott likes Switzerland 
because of the stable growth 
of the companies that domi- 
nate its index. 

Traders will be keeping an 
eye on the Federal Reserve 
and the Bundesbank this 
week, on the off chance that 


either central bank will defy 
expectations and raise .inter- 
est rates. 

The US non-farm payroll 
numbers on ■ Friday will 
come after the Fed decision 
and so may not have as 
great a market impact as In 
the past. But Bob Craven of 
the Fixed Income Manage- 
ment Group in San Fran- 
cisco thinks there is a r isk 
the earnings component will 
breach the consensus fore- 
cast of 0-2 per cent month- 
on-month growth. 

“After the 0.4 per cent and 
0.6 per cent readings for 
October and .November, 
December was up only 0.1 
per cent The market crowd 
is now- complacent, " he says. 


Kuala Lumpur 
plays catch-up 


Dow retreats 
but techs 
trade higher 


Profit-takers slow Zurich 


AMERICAS 


Wall Street was mixed at 
midsession as blue chips 
retreated but many technol- 
ogy shares continued higher. 
writes John Labate in Neu> 
York. 

By 12.30 the Dow Jones 
Industrial Average was 8.47 
weaker at 8,099.31. The mar- 
ket's more cautious mood 
stood in sharp contrast to 
the heavy trading on Mon- 
day that sent the blue-chip 
index more than 200 points 
higher, with the Dow closing 
above 8,000 for the first time 
in 1998. 

The Standard & Poor's 500 
index also edged lower los- 
ing less than one point at 
1.00051. 

While large company 
shares pulled back, smaller 
shares moved ahead and the 
Russell 2.000 index climbed 
L82 to 436-24. 

Technology shares were 
particularly strong and the 
Nasdaq composite index rose, 
another 9.06 to L661.95. 

Although some stocks that 
were the subject of takeover 
talk on Monday pulled back, 
speculation about new alli- 
ances continued to run 
through the market. 

In the financial sector 
shares of Hembrecht & 
Quist, long considered a 
takeover target, were up by 
31% to $35&. 

Other news put the market 


the health care provider for 
the late payment of fees. 

GTech Holdings, the lot- 
tery operating company 
whose chairman was found 
by a UK court to have tried 
to bribe a rival, dropped 
another 5 per cent or Sin to 
$27*. 

In tiie technology sector, 
Microsoft rose $1 to $155% 
after a judge ruled in the 
company's favour in one 
part of its continuing anti- 
trust lawsuit. 

In earnings news. Sprint 
shares climbed 3* to $62* in 
spite of announcing quar- 
terly net income that fell 
below expectations. 

Whirlpool rose $H to 358% 
after the appliance maker 
reported higher revenues 
am i ear ning s. 

TORONTO was weak at 
midsession with the TSE-300 
composite index falling 19.18 
to 6,752.20 in volume of 
44.4m shares. 

Newbridge Networks tum- 
bled C$8.25 to C$29.25 after 
the computer networking 
company took investors by 
surprise late on Monday 
with an estimate that third- 
quarter earnings would fall 
sharply. 

The news brought a raft of 
downgrades from analysts 
who noted that earnings had 
proved disappointing in the 
previous two quarters of the 
year. 

Bio vail International 


Shares in ZURICH extended 
their record-setting rally into 
a seventh straight session, 
but dealers said that the 
emergence of profit-taking 
suggested the pace of the 
advance was slowing. The 
SMI index finished 32.7 
higher at 6.720.7, off a high 
of 6.744.3. 

Pharmaceuticals remained 
at the centre of attention. 
Roche certificates rose 
SFr245 to SFrl5,975 on 
rumours the company 
wanted to change its capital 
structure. 

Novartis. which 
announced that its Exelon 
drug for the treatment of 
Alzheimers’ disease bad 
been recommended for 
approval by tbe European 
Medicines Evaluation 
Agency, rose SFrll to 
SFI2.602. 

UBS. which announced a 
higher dividend on 1997 
results, fell SFr7 to SFr2,160 
as its extraordinary share- 
holders meeting to approve 
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Puma 


Share price and index rebased 
ISO : 
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under pressure. Shares of jumped 90 cents to C$54 after 


Oxford Health Plans were 
down more than 5 per cent 
or SI to $16% on a report that 
doctors had filed suit against 


the US Food and Drug 
Administration approved the 
use of its medication for the 
treatment of angina. 


Mexico City edges up 


MEXICO CITY reversed 
early profit-taking to rise in 
late morning trade as inves- 
tors picked up bargains. 

The IPC index rose B3.4 or 
1.35 per cent to 4,736.49. 

SANTIAGO slipped at mid- 
session on selective profit- 
taking after two consecutive 
sessions of gains. The IPSA 
index fell 0.7 per cent to 


91.68. Traders said the fall 
was to be expected after the 
strong rises on Monday and 
Friday. Strong trading inter- 
est continued in Enersis. 
The electricity holding group 
rose 0.8 per cent to 247 pesos. 

SAO PAULO edged higher 
in early trade with the Bov- 
espa index up 64 or 0.64 per 
cent at 10.037. 


South Africa pulls back 


The recent strong run in 
financial stocks prompted 
profit-taking in the sector in 
Johannesburg while a fall- 
ing bullion price also left 
gold shares down 3 per cent. 

The overall index lost 75.3 


at 6.569.4, industrials 
slipped 64-7 to 7,716.9 and 
financials dipped 171.3 to 
11,139.1. The gold index lost 

26.2 at 860.6. 

Gold Fields rose 50 cents 
to R33.50. 


the merger with SBC got off 
to a stormy start. SBC, 
whose shareholders meet 
today, was steady at SFr468. 

PARIS saw investors tak- 
ing a more selective look at 
the motor sector in the wake 
of sales figures on Monday 
that provided evidence of a 
growing recovery in the 
French market. 

PSA Peugeot Citroen and 
Renault both posted gains 
when the figures came out 
Yesterday, PSA extended its 
rise to more than 5 per cent 
over two days, g aining FFr21 
to FFr846, while Renault 
slipped FFr8 to FFr195. 

Analysts said there was 
evidence of investors switch- 
ing out of Renault into PSA, 
encouraged by PSA's 27.5 per 
cent sales growth year on 
year in January. 

Wall Street's weakness 
weighed on sentiment and 
the CAC 40 index only just 
scraped to a fourth consecu- 
tive record close after spend- 
ing much of the day in nega- 
tive territory. The index 


ended up 0.93 at 3.188.43. 

Industrials were mixed. 
Electrical equipment maker 
Schneider weakened on a 
Merrill Lynch downgrade 
and scepticism about its 
management succession 
plans. The shares slipped 
FFr1030 to FFr34360. 

Investment certificates in 
Credit Lyonnais were a 
strong market, rising 
FFr24.60 to FFr316.40 follow- 
ing news reports that the 
bank would post profits of 
FFr2bn for 1997 after Asian 
provisions of FFr350m. 

FRANKFURT was fiat in 
late electronic trade, 
depressed by Wall Street’s 
weak opening, and the Xetra 
Dax index edged 0.7 back 
from Monday's record high 
to close at 14629.18. 

Commerzbank, however, 
continued to move ahead 
climbing DM 1.44 to DM67.35 
in spite of provisional 1997 
results that left many ana- 
lysts unimpressed. 

Puma, the sports equip- 
ment group, dropped DM3.50 
to DM37.50 after the group 
admitted problems in Asia 
could have a larger impact 
on earnings than previously 
thought 

AMSTERDAM edged lower 
during a session marked by 
activity in companies report- 
ing annual results. The AEX 
index finished 4.75 weaker at 
960.46. 

DSM, the chemicals group 
gave up FI 2 to FI 19660 in 
spite of news that prelimi- 
nary 1997 net profits had 
grown 20 per cent, at the 
upper end of estimates. 

Analysts said the market 
had been disappointed the 
company had given no indi- 
cation of the likely impact of 
Asia's troubles on its pros- 
pects for the current year. 

KLM lost FI 2.60 or 3.6 per 
cent to FI 89.70 as third-quar- 
ter results came in sharply 
below expectations, and in 
spite of assurances that the 
airline was still on track to 
book record operating and 
net profits for the full year. 

MILAN closed near the 
day's lows as banking stocks 


Jakarta falls back after surge 


ASIA PACIFIC 


BMXnfltfaiM 

I 1 


Waves of profit-taking pulled 
JAKARTA back after Mon- 
day’s 14 per cent surge and 
the composite index closed 
1762 or 3.1 per cent lower at 
536.79 in heavy turnover esti- 
mated at Rp773bn- 

Consumer stocks were 
among the day's biggest los- 
ers. Gudang Garam, the 
tobacco group, lost Rp3675 
to Rpl2,S25 while Mayora. 
the confectionery company, 
fell Rp75 to Rp42S. 

MANILA lost 2.8 per cent 
as investors took profits 
after six straight sessions of 
gains during which the mar- 
ket advanced more than 22 
per cent. The composite 
Index finished 59.62 lower at 
2.08568. 

Blue chips which had led 
the rally were among the 
day's biggest losers. PLDT 
lost 35 pesos to 1.075 pesos. 

TOKYO remained 
becalmed, in spite of the 
activity in the rest of Asia 
and on Wail Street, writes 
Paul Abrahams. 

The market continued to 
be supported by hopes that a 
meaningful economic pack- 
age will be unveiled on Feb- 
ruary 20, just before a G7 
meeting, which might 


Msnfia Composite 
3.000 



2.000 1 " 


1.000 


M 1907 

So uw Da uaw wlW 


include measures to under- 
pin the banks' capital base, 
and a revaluation of their 
land holdings. 

The Nikkei 225 index rose 
just 246.16 or 16 per cent to 
17,022.98 in low volume of 
464m shares. At one stage 
the index reached 17.144.06, 
but analysts said selling at 
this level provided a cap. 

At its low for the day. the 
index stood at 16.90360. Tbe 
Nikkei 300 gained 3.12 or 16 
per cent to 254.36. The Topix 
index of all shares in the 
first section rose 17.31 or 1.4 
per cent to 1679.40. 

The momentum was up, 
with 995 shares advancing. 


203 down and 100 
unchanged. 

The steel sector, badly bat- 
tered by the recession, was 
the day’s best performer, up 
3.9 per cent on hopes of 
increases in government 
spending on infrastructure. 

Electric wire and cable 
manufacturers also benefit- 
ed from calls in tbe ruling 
Liberal Democratic party for 
increases in multimedia 
spending, and in particular 
the creation of a nationwide 
fibre-optic network. Fujikura 
rose Y32 to Y975. 

DDl. the telecom service 
provider, which has lost 
more than 60 per cent of its 
value in the past six months, 
fell again Y18.000 or 46 per 
cent to Y 380,000. Late last 
month the company 
announced a profits warn- 
ing. blaming acute price 
competition- 

in Osaka, the OSE index 
rose 288 points to 16.966 

SEOUL closed below its 
best levels after profit-taking 
erased much of an early rise 
which followed news that 
Fitch EBCA. an international 
rating agency, had upgraded 
South Korea's long-term for- 
eign currency rating. 
Reports that president-elect 
Kim Dae-jung would allow 


hostile mergers and acquisi- 
tions by foreigners added 
fuel to the early rally. 

The composite stock index 
ended 6.53 better at 56061. 
off an intraday high of 564.13 
in heavy volume of 104.6m 
shares. 

TAIPEI added to Monday's 
4 per cent rise with another 
of 1.3 per cent, largely in 
response to Wall Street's 
overnight advance. The 
weighted index rose 109.07 to 
8.514.18. 

HONG KONG s blue chips 
ran into profit-taking, but 
China-backed red chips and 
H shares continued to power 
ahead. The Hang Seng index 
finished 53.09 lower at 
10,52561, up from a low of 
10,387.88. 

Red chips, however, 
surged 10.3 per cent higher 
while H shares were marked 
up 56 per cent. 

Logic International, an 
office furniture distributor, 
said it was not aware of any 
reason for a 31.4 per cent 
rise in its shares to 28 cents. 

SYDNEY was unsettled by 
worries over the coming 
half-year reporting season 
and the impact of the Asian 
crisis on earnings. The All- , 
Ordinaries index fell 15.7 to 
2,654.4. 


turned lower. The Mibtel 
index finished 152 lower at 
19,003. Lack of fresh news 
about sector restructuring 
took the fizz out of banks. 
BCI lost L272 to L7.418, Cre- 
dito Italiano gave up L204 to 
L6617 and Banca Intesa fell 
L220 to L8.239. 

However, there was still 
strong support for new 
issues. Assicurazioni Gener- 
ali gained Ll.353 to L51.107 
as the bank prepared for a 
L4bn capital increase on 
February 9 to finance the 
purchase of Germany's 
AMB. 

STOCKHOLM ended lower, 
hit by retreating drug stocks 
and heavy losses at airbag 
maker Autoliv. The general 
index fell 7.57 to 3,0712. 

Drug stocks fell back after 
posting strong gains on Mon- 


day. with market heavy- 
weight Astra ending SKr360 
lower at SKrl53.5Q, while. 
Pharmacia & Upjohn lost 
SKrl660 to SKr307. 

Autoliv tumbled SKr21 or 
nearly 8 per cent to SKi254 
after the company's results 
revealed growth had mainly 
come from its seatbelt activi- 
ties rather than in airbags. 

OSLO ended marginally 
lower after poor results from 
telecoms equipment supplier 
Nera, which stirred worries 
about the impact of Asia’s 
crisis on Norwegian blue 
chips. The Total Index fell 
1.17 to 1,250.42. 

Nera's shares lost NKr7.20 
or 19 per cent to NKr30.70 
after profits fell 2 per cent 
against hopes of a rise. 

The group's warning that 
lower Asian growth would 
affect demand for its prod- 
ucts hit engineering group 
Kvaemer, which lost NKr7 
to NKr308 on worries about 
prospects for its sizeable 
Asian activities. 

MOSCOW fell 3 per cent as 
profit-takers moved to lock 
in recent gains. The RTS 
index closed 9.3 lower at 
29L3L 

Traders said the outlook 
for the market remained 
bearish due to ongoing 
investor concerns about the 
outlook for the rouble. - 


Written and edited by Michael 
Morgan, Jonathan Ford, Paid 
Grogan and Peter HalL 


Mala ysian shares recorded 
their Largest-ever one-day 
gain yesterday, soaring by 
23 per cent as Kuala Lum- 
pur returned from its week- 
long holiday determined to 
catch up after neighbour- 
ing markets, rallied sharply 
. at the start of tbe week. 

Buoyed by reports of for- 
eign money returning to 
the Asian region, local 
investors went on a buying 
spree, pickiig up the larg- 
est stocks in the hope of 
catching the rebound. A 
stronger ringgit also helped 
sentiment 

The composite index 
advanced 1316 to 70261. its 
highest dosing level since 
November 7. Volumes were 
similarl y impressive -at 
407m shares. 

The picture was not uni- 
formly rosy, however. This 
week's rally in Asian share 
prices has been driven, in 
the main, by evidence of US 
buying in markets that bad 
hitherto seen little foreign 
interest. But in Kuala Lum- 
pur.- observers detected few 
signs of any significant for- 
eign buying. 

Ashok Shah, head of Far 
East equities at fund man- 
ager Old Mutual, argues 
that there are good reasons 
for this: “Things are still 
bad in other Aslan coun- 
tries, but at least we now 
have some idea of bow bad 
things are going to get. 
This is not the case yet 
with Malaysia.” 

Malaysia’s debt problems 
are unlike those of its 
neighbours in that they are 
primarily in local currency 
rather than doHar-denomi- 
nated. However, there . is 
still a massive domestic 
debt overhang - equivalent 
to nearly twice gross 
domestic product 

Mr Shah said around 10 
per cent of this is linked to 
stock market activities and 
secured ag ains t the value 
of share portfolios. Around 
35 per cent is invested in 
property. 

In the past year, the 
stock market has fallen by 
42 per cent in local cur- 
rency terms, even after yes- 
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terday’s rise., while real 
estate prices are crumbling. 
Business properties, in Mal- 
aysia's main business cen- 
tres, Kuala Lumpur and 
Jobore. are reportedly sell- 
ing at 40 per cent below 
last year’s values. 

Mas-bank, . Malaysia’s 
largest bank, gave some 
inkling of the pain such 
conditions are causing 
when it revealed a 29 per 
cent fall in profits for the 
six months to December. 
However, in yesterday's 
ebullient environment, the 
shares still gained M52.70 
to MS11.9G. 

Malaysia's ability to 
avoid the severe credit 
crunch experienced by its , 
neighbours reflects the gov- | 
emment's willingness to 
Interfere in the markets 
rather than the economy's 
underlying health. 

One tactic has been a 
deliberate policy of low 
interest rates. At around 10 
per cent, these are way 
below the levels set by 
other countries in the 
region. Indeed, they are so 
low that Singaporean 
banks - traditionally play- 
ers in the Malaysian money 
markets because of the 
higher yields - have now 
effectively withdrawn. 
Liquidity is drying up. 

“When interest rates go 
up. as they have to, things 
will become very difficult 
for the local banks.” said 
Mr Shah. 


Jonathan Ford 






SAINT-GOBAIN in 1997 
Net income of 5.6 billion French Francs 


Consolidated net income for the Saint-Gobain Group is estimated at 5,620 million French Francs, up 30% on the previous 
fiscal year. 


It includes profits on disposals made during the year and reflects, at the income before tax level, the sustained activity in 
America as well as the beginning of an economic recovery in Europe. 


Based on cunem estimates presented to the Board of Directors on January 29th, 1998, the key consolidated figures are as 
follows in millions of French Francs: 


The Group's sales in- .... 

creased by 172% on a real ln milllonsc 
structure basis, mainly due Sales 

to the consolidation of operating ii 
Pofiet from July 1st, 1996. — — 

On a comparable structure — r 

baas, sales are up 89% m "Jeorejans 

French Francs and 32% in Income beft 

local currencies. of oon-curn 

Sales are split: France » Results of 
38.2%, other European • income ta 

countries: 283%, America ~~ 

and Asia: 329%. N g j n c o me 

Sales in volumes devel- HSJ S S Z2 * 

oped satisfactorily in 1997, Net income 

both in America and of non-curn 

Europe. As far as selling Resources fr 

prices are concerned, they capital expc 

have slightly eroded dur- — — 

ing the year. fi^uethon 

Operating income in- Net jndebte 

creased by 1,014 million 
French Francs and accounted for 9.7% of 
sales, against 103% in 1996. The reduction 
of die operating margin of the Group is due 
m the consofidatkxv for the first time for the 
whole fiscal year; of the Specialised Distribu- 
tion Division (Point P and Lapeyre), whose 
operating margin, as a percentage erf sales, is 
structurally lower than that of the industrial 
activities of the Group. Without the 
Specialised Distribution, the. operating mar- 
gin of the Group is 10.6% in 1997, against 
10.7% in 1996. 

Income before tax and before residts of 
sales of non-anent a s se t s is up 625 mil- 
lion French Francs. Financial charges are up 
454 million French Frans, die to acquisitions 
during the second half (mainly Unicorn, 
Glynwed and 17% of Pol refs share capital}. 
Reorganisation and other costs amount to 
1,120 million French Franc* due to an impor- 
tant restructuring program aimed at reduc- 
ing production costs and improving the 
Group's competitiveness. 

Capital gains amount to 1,990 million 
French Francs, much higher than in 1996. 
This is mainly due to the profits resulting 
from the disposals of Gse, Vachette and 
600,000 shares of Compagnie Generate des 
Eaux. 

The increase m the income tax charge s due 
to the improvement in pre-tax income, prof- 


In millions of French Francs 


1997 estimates 


Sates 

Opera ting income ; 

■ Financial charges, net • . 

■ Reorganisation and other costs 

Income before tax and before results of sales 
of non-current assets 

■ Results of sates of non-current asset s 

■ Income tax - . 

Net income before minority interests 

Net income 

Net income excluding net results of sates 

of non-current assets 

Resources from operations (cash flow) 

Capital expenditure on plant and equipment 

Acquisition of investments 

Net indebtedness 


107,130 

10,420 

(T,880) 

( 1 . 120 ) 


its on disposals and ,the new tax measures in 
France. The impact of these measures is a 
higher tax charge in France of 300 million 
FrenchFrancs. 

Net income (before minority interests) 
amounts to 5,620 million French Franc. 
Earrings per share based on the total num- 
ber of shares issued at December 31st 1997 
(89,226,813 shares), are 63 French Francs, 
against 50 French Franc per share in 1996 
(86,642.216 shares). Excluding capftai gains, 
but including the 300 million French Franc 
additional tax charge, net income amounts 
to 4330 million French Franc an increase of - 
3£% compared to 1996. 

Cash flow amounts to 1 1,150 million French 
Francs, an Increase of 472 million French 
Franc compared to 1996. It represents 
104% of sates against 11.7% in 1996. Before 
the additional exceptional tax charge on 
profits on disposals which amounts to 626 
million French France cash flow amounts to 
11,776 minion French Francs. 


igg 6 Capital expenditure 

amounts to 9 billion 

91,384 French Franc and repre- ’ 

9,406 sents 8 - 4 * SB,es - ' It < 

• ji 42 g\ demonstrates the Group's 

determination to continue -- 

11 ^03) the development and 

' modernization efforts of y 

7,375 its production facilities. It j 

2 i 1 represents 81 % of cash . 

■ "si flow. •« • 

fc-278) . •; 

C Acquisition of invest- - 

: — merits amounts to 7.1 btl- 

jjon French Francs, indud- •< 

ing 2.6 billion French 

4,169 Franc for the acquisition . 

10 678 of 17%ofPolieftequityin 

tm Ju * y1397 - ] ' 

' Wet indebtedness is 17.5 * 

billion French Francs, giv- 

l 4 * 751 . mg a gearing of 25.8%. j 

The review of results by 
business activity shows that most of the * 
divisions have contributed to the improve- » 
ment of the results of the Group, mainly the ) 
Ceramic and Abrasives, Building Materials ~ 
and Pipe Divisions, in addition, the Bat Glass ? 
Division, which suffered last year from efiffi- J 
cult economic conditions in the European 
building market together with the Insulation 
and Reinforcement Division, have improved ; 
their performances in the second half. The f 
rcuft achieved by the Specialised Distribution . J 
Drvtaqn is also up. On. the contrary results of \ 
the Containers Division are slightly lower due \ 
to increased pressure on selfing prices. . 

The review by geographical area shows I 
on-going good performances in North and. -S 

South America, as wen as the beginning of a f . 

recovery in most European countries, f 
excludi ng Italy . The monetary and financial jj . 
eras currartly affecting Asian' countries did i 

not have any incidence on results, because - 
the present positions of the Group hi this- ‘J— 

. ', r I- 
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REVIEW 


Managing information 
Extranets: The future 
of business-to-business 
commerce 

Pages 13-15 




New directions 

The Winter Olympics: 

tBM prepares for 
a snow trial 

Pages 18 


Information Technology 



The vast amount of data on the 
information superhighway is 
causing concern about the ‘Big 
Brother’ age in which we live, 
reports Paul Taylor 

Fears rise 

over 

personal 

F ifty years ago. Justice they are- no w~ calling for new a 
Louis Braudels, a US tougher legislation to control the 
Supreme Court judge, activities of modem-day market- 
described privacy as. era. 

The right to be left alone — the One bill non before the US con- 
most comprehensive of rights, grass - the Consumer Internet 
and the right most valued hy a Privacy Protection Act of 1997 - 
free people." • would require written consent 

But in recent years, the rapid before a. computer 'service dis- 
commercialisation of the Internet-- closed a subscriber's personal 




and the exploitation of other 
technologies such as 'data min- 
ing’ have focused new attention 
on personal privacy and sparked 
an active debate on both sides of 
the Atlantic about the 'big 
brother* age we are living 4 bl 

Among the participants, Aten 
Greenspan. Federal "Reserve 
Board chairman, expressed his 
concerns during^ speech on -pri- 
vacy and electronic payment 
systems last year. Mr Greenspan, 
noted the 1 need far policies that 
“avoid the risk of a gradual, 
long-term erosion of privacy." - 

High profile cases such as the 
recent dismissal of a US. - Navy 
sailor after America Online 
turned over confidential informa- 
tion to a Navy investigator - a 
move which forced AOL to admit 
that it violated its own internal 
privacy policy and led a ruling 
from the courts last- week' that 
the Navy must reinstate the man 
- have catapulted the issue into 
the headlines. 

The debate on privacy could 
have far-reaching consequences 
far both individuals and compa- 
nies. involves the tangled moral 
and economic issues surrounding 
the collection and transfer of 
information gleaned from con- 
sumers by commercial organisa- 
tions, governments and others. 

This Information can be col- 
lected from online sources, at. a 
supermarket checkout counters, 
through loyalty card programmes 
qn<i other sources. However. -it -is 
the implications of the Internet 
for privacy which has Ignited 
most passion. 

Indeed, some campaigners have 
grown so concerned about the 
sheer volume of data that is now 
collected about individuals over 
the internet - much of it avail- 
able at a price to others - that. 


information to^a third party and. 
would allow consumers to access 
fold correct in for ma tion. 

Meanwhfle, fiie Federal. Trade 
Commission’s decision to side- 
step^ legislation and endorse, 
instead, US -industry guidelines 
governing the operations of 
so-called Tookrap' computerised 

databases w hich per-' 

sanaT information for a fee, has 
caused a st orm of protest from 
or ganis ations - imrh as the Elec- 
tronic Privacy Information Cen- 
ter (Epic), a Washington-based 
pubHc pressure group. . . 

Announcing the decision in 
December, Robert Pltofeky.' FTC 

p^atrman; mM • “ i*nwiiinwff s bS V€ 

been justifiably concerned about 
the extent to which their per- 
sonal information has become 
publicly available.” 

But he added: "The informa- 
tion industry's innovative and 
for-reaching; self-regulatory pro- 
gramme will go a long way to 
address these concerns and 
lessen the risk that these services 
will be misused." 

Epic, however, protests that 
the industry guidelines - which 
win r estr i ct for example the dis- 
closure of Information such as 
Social Security numbers, moth- 
er’s maiden name, birth date, 
credit history, financial history, 
medical records or similar infor- 
mation, Tacks enforcement and 
provides no legal rights for 
aggrieved parties.” 

Meanwhile, in Europe, mem- 
- ber-states must implement the 
EU Data. Protection d ire c tiv e by 
October 24 and several Asian 
countries. Including Japan, are 
set to adopt the EU Directive’s 
tough but cumbersome privacy 
s tandar ds. 

The directive which seeks to 
harmonise privacy legislation in 


Europe lays down rules on issues 
such as database registration and 
rights of access. "We have been 
strong supporters of the direc- 
tive," says Tom Robb, group 
director of Equifax, one of the 
Industry leaders in the provision 
of customer credit checks. Equi- 
fax holds 300m consumer credit 
profiles worldwide and processes 
2,000 consumer names for lenders 
every second. 

Once implemented, the EU 
directive will strengthen existing 
legislation in many European 
countries, including Britain. 
Among its provisions, companies 
with' an international presence 
must ensure that personal infor- 
mation on the Internet is pro- 
cesses fairly and lawfully, col- 
lected and processes for specifies, 
explicit, legitimate purposes, is 
accurate and current and is not 
kept any laager than necessary 
to fulfil the stated purpose. 

U ser's Information privacy 
rights Include a right to 
access, right of correc- 
tion, erasure or blocking of infor- 
mation, the right to object to 
usage, right to oppose automated 
individual, decisions and rights to 
judicial remedy and compensa- 
tion. 

But even ahead of implementa- 
tion, Mr Robb acknowledges that 
many individuals are probably 
unaware of what data is cur- 
rently held on them, or how to 
gain access to it 
There Is, however, no doubt . 
that concern about online pri- 
vacy is growing. For example, a 
recent survey of the world wide 
web conducted by the Graphic, 
Visualisation & Usability Center 
revealed that privacy has now 
become the most impo r t an t issue 


facing the Internet ahead of cen- 
sorship and navigation. 

The same study reveals that 72 
per cent of 'Net users believe 
there should be new laws to pro- 
tect privacy on the internet and 
that an overwhelming 82 per cent 
Of users object to the sale of per- 
sonal information. 

It is the ability of website oper- 
ators to track users’ activities 
and match their findings with 
personal information gathered 
from registration forms that is of 
particular concern to many inter- 
net users. Last summer. Epic, 
which advocates government reg- 
ulation of privacy standards, 
released a survey of 100 popular 
websites which found nearly half 
collected personal information 
from users. 

Only eight gave users any con- 
trol over bow that information 
could be disseminated, and 23 use 
automated ‘cookies' - small sof- 
tware programmes that plant 
information on a personal com- 
puter hard disk - to tag users so 
that they can be identified if they 
returned to the sites. 

But while many users favour 
tougher legislation to protect 
online privacy, software develop- 
ers and website operators are 
generally opposed to laws or reg- 
ulations that might put a crimp 
in their activities. Instead, they 
favour self-regulation. 

Microsoft and Netscape Com- 
munications. the leading provid- 
ers of internet browser software, 
have both proposed technology 
solutions that would give web 
users greater control over the 
personal information they share 
- the latest versions of both com- 
pany's software include a num- 
ber of options for handling cook- 
ies. • 


Another layer of consumer pro- 
tection may come from TRUSTe. 
a new industry group that aims 
to foster user-trust and confi- 
dence in the Internet, and create 
a recognised seal of approval for 
websites. Only sites committed to 
strict privacy guidelines would 
be entitled to use the seal 
Among its services, TRUSTe 
also publishes “tips for protect- 
ing your privacy online." 

These include: 

• Look for the Truste logo. 
Clicking on it will display the 
site’s privacy policy. 

• Be aware that when you pro- 
vide your name and/or messages 
to others online, they will prob- 
ably be able to find out how to 
communicate with you. 

• Check whether the site has 
an ‘opt-out’ policy which allows 
you to prevent further solicita- 
tion or sharing of information 
with third parties. 

• If they don’t already have 
one, ask your favourite sites to 
post easy-to-flnd statements of 
their privacy policy. 

• Guard your password, change 
it often and never give it to any- 
one who asks far it onlin e. 

• Tell children never to give 
out their name or other personal 
information without your permis- 
sion. 

• Investigate software tools 
such as 'anonymise rs’ and 'cook- 
ie-cutters’ that provide an addi- 
tion lay of privacy protection 
Consider encrypting e-mail. 

• Report privacy violations and 
misuse of trust-marks to TRUSTe 
or the appropriate authorities. 
Proponents of self-policing - 
approaches towards privacy 
argue that they are good for busi- 
ness and for the internet. 
TRUSTe points to a study by the 


Boston Consulting Group which 
found that electronic commerce 
would grow twice as fast if con- 
sumers' fears about Internet pri- 
vacy were erased. 

One problem is that the bulk of 
revenues being generated by 
most websites come from adver- 
tising, rather than selling. While 
businesses offering goods and 
services to consumers over the 
Internet may want to adhere to 
privacy guidelines, their advertis- 
ers are equally determined to 
gather as much information as 
possible about individual users. 

Organisations such as Forres- 
ter Research, the US-based tech- 
nology consultancy, argue that 
"a privacy time-bomb is ticking”, 
and that leading companies "will 
need to adopt consensual market- 
ing to survive." 

I n a survey of consumers 
about their privacy. Forrester 
notes that “a string of high- 
profile marketing debacles has 
thrust personal privacy into the 
spotlight” 

The report adds: “The Internet 
gives marketers a unique and 
somewhat frightening power - 
the ability to collect data surrep- 
titiously and impersonally, dis- 
tribute previously inaccessible 
data worldwide, and link new 
data with old data.” 

The Forrester report reaches 
three main conclusions: 

□ First, it notes that people 
dislike telemarketeters and fear 
losing control of privacy- On-line, 
users hate junk e-mail, and steer 
away from data -gathering sites. 
They also worry about child 
exploitation. 

G Second, new technologies 
will not solve the problem. By 
the end of the decade, tools such 


as filters, agents, profilers and 
anonymisers will be used by only 
7m people, only ID per cent of 
Internet users. "The masses will 
suffer repeated invasions of pri- 
vacy until an acute event triggers 
an explosion," warn the analysts. 

O Third, leaders will adopt 
consensual marketing to survive. 
“Intrusive in-your-face’ methods 
will give way to Quid pro quo 
deals that provide value to con- 
sumers who share information 
with respectful marketers. " 

In much the same way that 
most loyalty schemes reward 
users with points or discounts in 
return for both their custom and 
- most importantly - the infor- 
mation which users knowingly 
supply when they apply and 
Implicitly provide each time they 
use a loyalty card. 

Predictably, however, not 
everyone agrees. For example. Ms 
Solveig Singleton, director of 
information studies at the Wash- 
ington-based Cato Institute, 
argues strongly that “mandatory 
opt-in” schemes in particular 
would, “conflict with our tradi- 
tion of free speech and do real 
economic harm.” 

Ms Singleton also warns that 
“privacy concerns should focus 
on government, not on private 
data ... we have little to fear 
from private collection and trans- 
fer of consumer information," 
she says. "Our attention should 
shift to threats from government 
databases." And she argues pas- 
sionately that regulating the col- 
lection of consumer information 
“would hurt small and new busi- 
nesses.” 


The next FT-IT Review on Febru- 
ary 25 will focus on enterprise 
computing: see details on page 7. 



Before you let a 
company connect 
your business to 
the Internet, 
ask yourself. 
Who connects them 
to the Internet?" 


Cu Cisco 

Powend Network 


Network” service providers snowing the 
Cisco Powered Network mark are equipped 
ro support you with everything to meet you r 
networking needs. 

Look for the Cisco Powered Network 
mark or visit our Web site at www. cisco.com 
to find out more about * 

Cisco System 

participating network gBHBHHMHfil 


If the answer is Cisco, 
your network service 
provider uses products 

JwH and technology' respon- 

IHIBHHi sible for bringing the 
Internet to business: In fact, today's Internet is 
built on Cisco equipment. 

Whether it’s Internet access, ATM, frame 
relay or other data services, Cisco Powered 


service providers^ 


Empowering the 
Internet Generation"* 


O WJ Cucu Sy^crti*, Inc. All reserved. 
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A legal case, intended to loosen 
Microsoft’s grip on the market, is 
unresolved, reports George Black 


Launch of Windows ! 
is still on track 


Microsoft is set to launch Its 
new operating system Win- 
dows 98 including Its Inter- 
net Explorer browser in the 
second quarter. It appears 
undaunted by the continuing 
legal action against it by the 
US Justice Department 

The case reached a partial 
settlement last month when 
Microsoft agreed to allow 
personal computer manufac- 
turers the option of install- 
ing Windows 95 without the 
icon which is used to gain 
access to the browser and 
with some of the browser 
files removed. 

This compromise ends the 
action for alleged contempt 
of court. But the Justice 
Department's main case that 
Microsoft violated a 1995 
consent decree intended to 
loosen its grip on the market 
has still to be resolved. A 
district court has launched 
an inquiry into Microsoft's 
alleged violation of the 


decree which is due to be 
concluded in May. 

That decree prohibited 
Microsoft from compelling 
PC manufacturers to licence 
“other products" with Win- 
dows 95, hut permitted 11 to 
develop “integrated” soft- 
ware products. 

Microsoft says it intends 
to go ahead with the launch 
of Windows 98 because the 
court case does not involve 
the new product The com- 
pany had earlier denied it 
was flouting a pre liminar y 
injunction by the district 
court to stop forcing per- 
sonal computer manufactur- 
ers to instal its Internet 
Explorer browser with Win- 
dows 95. 

It bad told PC manufactur- 
ers that they could choose 
between a current version of 
Windows 95 with Internet 
Explorer removed and an 
older version of the operat- 
ing system, which the gov- 


ernment called “commer- 
cially worthless". 

Microsoft still intends to 
appeal against the injunc- 
tion- That appeal is sched- 
uled for April. 

Responding to the injunc- 
tion. the company argued 
that Explorer was an inte- 
gral part of Windows 95 and 
that to remove it would disa- 
ble the system - though it 
conceded it would not be dif- 
ficult to do. In a caustic reac- 
tion to the charge, Microsoft 
said the Justice Depart- 
ment's proposal showed that 
its “poorly informed lawyers 
have no vocation for soft- 
ware design.” 

The Justice Department 
contends that Microsoft's 
bundling terms are Intended 
to stifle competition from 
rival browser developers 
such as Netscape. 

Netscape was the leader in 
this field, which is generally 
seen as the key to dominat- 


ing the Internet and thus the 
electronic commerce of the 
future. But it seems that 
Microsoft’s greatly superior 
marketing strength is now 
crushing Netscape, which 
recently issued a profit 
warning. Its revenue growth 
has slumped from 50 per 
cent to 10 per cent and it 
faces losses of around $85m- 
Its shares fell heavily on the 
announcement and it is 
doubtful whether it can con- 
tinue to compete without a 
strong business partner. 

For Microsoft, the third 
largest company in the 
world by market capitalisa- 
tion in the latest FT 500 list- 
ing, it is important that Net- 
scape survives as a credible 
competitor, its demise would 
strengthen the case sup- 
ported by a growing number 
of companies that Microsoft 
operates an unfair monop- 
oly. It could even provoke 
calls for splitting up Micro- 
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THE DIGITAL SALE 


Compaq’s $9.6bn deal 
puts pressure on IBM 


BIB Oates, Microsoft chairman: 
tha US Justtca Department - 
contends thst the company's 
software txaicffinfl terms’ are 
Intended to stffls competition 
from rival browser developers 
such as Netscape 

soft, as happened to AT&T. 

The case has contributed 
to a sharp swing in public 
opinion against the com- 
pany, compounded by the 
heavy-handed statements of 
Its legal advisers and concur- 
rent inquiries Into its 
operations by several US 
states, the European Com- 
mission and the Japanese 
government 


The plan by Compaq 
Computer, the US -personal 
computer market leads*, to 
buy Digital Equipment for 
S9.6bn - a record-breaking 
acquisition which will pat 
Compaq on a par . with 
Fujitsu and Hewlett-Packard 
in size - increases the pres- 
sure on IBM, the world’s 
largest computer company. 

Combined Compaq/Digital 
income will be. around; 
$34.6bn, compared to IBM’s 
S75.9bn, Fujitsu’s 58?.9bn 
and HP’s $3&4bn. 

Analysts said the price 
that Compaq was paying 
was very high, hut the 


acquisition serves Compaq's 
purpose of aiming to heroine 
one bf-fhe top- three in the 
Industry. The deal is the big- 
gest -ever . in the' global TT 
industry. It will help to 
strengthen Compaq’s posi- 
tion In the corporate com- 
puting- market; following its 
purchase of Tandem, the 
fault-tolerant server .'manu- 
facturer, last year. But 
rationalising these; diverse 
businesses will test file man- 
age m ent skills of the US per- 
sonal computer maker to 
the tolL 

Perhaps the biggest win- 
ner from the takeover will 
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be Microsoft, since Compaq, 
one of Microsoft's firmest 
allies, will now be able to 
promote Microsoft’s soft- 
ware products to Digital's 
large minicomputer cus- 
tomer base worldwide. Digi- 
tal. formerly a supporter of 
the Unix operating , system, 
had swung In favour of 
Microsoft's Windows NT 
competitive product. 

Digital’s future as an inde- 
pendent company had begun 
to look doubtful since It 
agreed to *»»"d over to Intel, 
its main- competitor in the 
chip market, the production 
rights to its Alpha chip. 
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Turmoil for the IT industry 


Investment in the 
west by Asian 
semiconductor 
producers is 
being cut back 

The south-east Asian 
financial crisis is creating 
turmoil in the global Infor- 
mation technology industry. 

Sharp devaluation of 
Aslan currencies and share 
prices is reducing the ability 
of Asian companies to 
import from western produc- 
ers. but could make those 
countries more attractive to 
western investors. 

At the same time, it will 
make Asian goods more 
competitive in western mar- 




kets and reduce the cost of 
imported components. 
Growth prospects in south- 
east Asia for western IT pro- 
ducers have receded. IBM 
said its first quarter earn- 
ings would be below expecta- 
tions, partly due to the 
Asian situation. 

Oracle also warned its 
earnings would be down. 
Digital Equipment (being 
acquired by Compaq Com- 
puter in a record-breaking 
$9.6bn deal! said its Asian 
sales were down 16 per cent 
in dollars in the fourth quar- 
ter of last year. 

Ericsson said its growth in 
the region slowed in the 
same quarter. Meanwhile, 
forecasts for Motorola's earn- 
ings have been reduced. 


Slower growth in China 
could damage western 
exporters. However, the 
world's leading semiconduc- 
tor manufacturer, Intel, 
reported that higher fourth 
quarter sales In China bad 
offset a fall in Japan and 
South Korea 

Western producers are 
being hit by falling prices of 
Asian competitors. Dell 
reacted with price cuts of up 
to 15 per cent Seagate cited 
price cuts by Asian competi- 
tors as contributing to its 
reduced profits. 

Cheaper South Korean 
memory chips could cause a 
collapse in global prices; 
Japanese chip makers have 
been cutting production 
because of falling prices. 


Inward investment in the 
west by Asian producers is 
being cut back. South Kor- 
ean conglomerates Samsung 
and LG are delaying develop- 
ments and reducing spend- 
ing worldwide. 

Looking on the bright side, 
Mark Phelps, head of global 
investment for fund man- 
ager Dresdner RCM, says 
that a boost to sales in the 
west through lower prices 
could outweigh a slowdown 
in the still much smaller 
south-east Asian market. 
This is confirmed by Micro- 
soft’s results: though it said 
the outlook was 'clouded' by 
Asia, earnings rose because 
the toll-off in Asia was more 
than offset by stronger US 
sales. 
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P * control the flow of business. 

That's why Bay Networks gives 
you the solutions, products and 
services you need to create a con tin 
9 uous flow of information. A network from 

ij^r Bay lets you share knowledge as quickly 

{££• r as you acquire it. With people around the 

comer. And around the world. Keep in mind 
this upgrade will be painless. Because while other 
networks force your business to adapt to them. Bay 
Networks are engineered to adapt to you. To find out just 
how productive you can be. call us on -<-44 CO) 1 81 832 30 61 . 
Get the rest of the story. Visit www.bayn e tiwo rk s.com/30 
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Quandary over 
new IT index 


The Loudon Stock 
Exchange's decision to cre- 
ate a separate sector for 
information technology 
stocks has been fraught with 
problems. The idea was to 
draw fund managers' atten- 
tion to undervalued UK 
stocks, especially in software 
and services, previously 
classed with many dissimilar 
businesses under “support 
services”. 

But by calling it an ‘IT 
Index' FTSE International, 
the joint Financial Times 
and Stock Exchange com- 
pany, raised the question of 
whether hardware manufac- 
turers and others should be 
included. 

When prices of leading 
shares to be included in the 
index from next January, 
such as Serna, Misys, Sage. 
CMG and Logics, shot up - 
some of them by more than 
15 per cent in just five weeks 
- several companies which 
had been omitted began to 
lobby for a re-assessment 

Some appear to have been 
left out purely because a 
part of their operations did 
not involve IT; these include 
recruitment agencies such as 
CRT and Lorien, the consul- 
tancy. Capita, and retail soft- 
ware developer, Riva. Others 
such as Psion, the handheld 
computer manufacturer, and 
Video Logic, the chip 
designer were apparently 
left out because although 
they were wholly involved in 
IT they were not in software 
or services. 

The list of companies to be 
included in the index was 
chosen by FTSE Interna- 
tional after strong lobbying 
by the UK Computing Ser- 
vices and Software Associa- 
tion. (CSSA). Industry ana- 


lyst Richard Holway, who 
was one of the principal 
advocates of the re-categoris- 
ation, argued that the index 
was designed to include only 
software and services, not 
hardware manufacturers, 
which often had a much less 
stable performance. 

Even without the hard- 
ware companies, the index 
could turn out to be erratic. 
The top five companies 
make up 64 per cent of the 
weighted index and their for- 
tunes will therefore govern 
its movements. As Mr Hol- 
way notes, “If one of them, 
sneezes the index could 
catch pneumonia”. . 

FTSE International says it 
is open to any company to 
apply for admission to the: 
index and It will consider 
any submissions made by 
mid-February at its commit- 
tee meeting on March 2. 
Only 27 companies are due 
to be Included in the index. 

Although FTSE Interna- 
tional classifies 88 compa- 
nies in the sector, many of 
these are regarded as too 
small by market capitalisa- 
tion to justify a place in the 
index. 

It Is due to be launched, at 
the beginning of next year 
provided the. sector as a 
whole grows as expected to 
reach a collective market 
capitalisation equivalent to 1 
per cent of the whole mar- 
ket. 

If the index is successful 
and if companies think they 
will win a more favourable 
rating on it than In the past, 
one result could be that 
more British and part-Brit- 
ish companies choose to 
float in London rather than 
on the competitive markets ~ 
of Nasdaq and Easdaq. - 


IT diary dates 


□ February 10: Securing 
your IT skills base for the 
year 2000 and beyond. Lon- 
don seminar: details from 
Unicom, tel: 01895-256484. 

□ February. 17-19: Inte- 
grated Communications 98 
and Smartcard 98, Olympia 
2. London; exhibition and 
seminars; details on tel. 

01895454545. 

□ February 20: Global 
Mobile Commerce Forum. 

j Cannes,. France: seminars; 
teL IBC on 0171-453-2110. 

□ February 25-27: Internet 
Service Provision 98, RAI 
Centre. Amsterdam. Nether- 
lands; conference, exhibition 
and workshops; tel. First 


Conferences on 0171-404-7722. 

□ March 3: XDC Directions 
’98. Boston. US; call IDC on 
001-508-872-8200 t also in San 
Francisco on March. 19. 

□ March 19-25: CeBit -98. 

Hanover, Germany; vast 
international bade taor, call 
Deutsche Mease on (49) 
0511-890; or, in the - UK on 
0181 688 9541; CeBIT Hoine.,- 
the international trade' fair , 
tor horns and^ cbnstaner elec- . 
txpnics, will .take rpjaro qn : 
' August '26-30. ' .. 

□ -March 24?28: Internet 
Commerce Expo, World 
Trade Center. Boston. US: 
exhibition; ' call IDG on 
001’50mk8675. 


Apple moves back 


'. Apple Computer has surprised the Industry by retuminflto - . 

- pvc^ af|^more-th»i a year of kjsses^Tha company etsmad 
- $47rR lothe past quarter on:eevuwe Si.6bn. CostrCtttdqg. : 
arid new models launched In kkwenk>orcontributBd to the : .. 
^recovery. . ^ =- 

^-/malysts had expectad tosaes to continue and . some 
experts thought the Gomp an y’s ctownward sfida had become 
irrsversibia 'Apple!® shams- rose 20 per cent as a result pftfte 
news^ ~ • 

Stowt Jdos, ihe.corfounder of the^ ^once market-teadlng 
personal rompuftt - rnffliutachaer. returned as interim chief 
jaxeqjtive iasf^Barto try to tum ihe company '.eround. : ; . 

A^rfe's miSfc^tiflTes stem fro^ Hs less of technological • 
leacierdilp to MkTOSoft wtASl took over the idea of 
wtoderw^g^nd ^pdpulartsed^ ^ttwraldwrtde. As a result, Appie " 
rtas steadfly tost market-share. 
y. - Mr Jobs announced last year that Microsoft would Invest 
SlSOm in the company to ensure its survival. The news was 
greeted with horror by long-term Apple enthusiasts, but the 
.market. reacted with cautious optimism, which now looks as 
jf.h coukl have been, justified. 

Governments told to take ; : 
action on year-2000 problem 

’ The ©ovemmwrta ohthe US, Canada and the UK have been 
told by a group; of muttlnatfonaJ companies, acad emi c s and 
bade im tot leaders that urgent action Is needed to^ ^ avert . 
calamity arising from the yaar200g date problem. They bay 
goverrvTvents-must tritervene to ensure the continuity of z 
•' public •Servtoesiv*.^‘-*'»i- >. .... . . . -U: -*• 

and’Exchange Oxnroission has * v 
on companies toihforni tfier nyestore about ^riaris ’to 
; toddB the’pltoblenL-A^ .surrejrby the UCrComputbig 
Servtces cinti Software Association, 1 .000 UK :: ' 

■/piganlsBtions fcumd lftat-77 per.cerrthad not yet made -.= - 
arrangemerifa fot-the^peopie they vw'H need to do the work. 

Ttra^UKigovemmant’s Action 200l>taskforce launched Ks 
MKenktm EkJg ixtfnpajgrr by setting up a hotfine . / > . « 

■ ^)84S-60i '-200EO' and -a website (httpy/wWw.open.TOv.uRf^ 

: .6ug200Q.tori^fi{'vv ^ ' '■ -- - ' . : : £. ' 

: WOrTwff'to CKxrtpany directors to take swift action; see ' 
gii^t cok^rtrtby haTeyfor- MP, on page 75: 

•No role’ for the NG 


.■ ^ Ncftwprk com^xiteru4nay" not find a roJein oorporate ' . w . 

. cofnpuBng^joccorcKng to.asurvey conducted fay Benchmark: ^ 
' Rese^cfT for-Compaq Cbrrtptfer-Thfa was, of ajurae, • - 
: mca^’what^Ga&^.warii^ to hror.-aBhocjgh it is insisted " 

\ Tfvee-quarters- of die FT directors questional foresaw teat ' 

■■ personal qom^ a ei l 3 , the technology fn which Compaq leads 
i.the vrort^r ^ren^ 'ti^ mainstay of the corporate • - ■ .X 

displaced by. sftwner. '.y^ f 

^ cheaper, mode^s^eWng theff^cfea ^fnam servos across a. 

" '..v ' :_ 

. NCS would redtro thar' 9*: 

• operate 'cb^’st^iffidarvby. us foe supporters -^ thft =. 

: corroept hk^u^aQrs^arxt Sun Microsystems' have • •'* r 
-• argued,-Hpwg^^'hMp6ridsrits were loaldng only Two : ■: 
^yeare ahead there efe eome signs that ^ few foading v • 

.; pom ptuile&;afe'.alre8£iy 1> gothg : ln - that direction. 

; IBM has reoeriti^; scried a deal v^ the UK insurance - • 
totopeHy, 'Geneni WCs, dEtirried 

;■ l»Brot sbch^pntractjh Europe^tp datbTEast year. Safeway. ; 
-the jsupeimwrkat chain^ arincxj^ed^gr^M ifecanix iD mbvtt.iq -‘V 
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The man who 
invented Java 

James Gosling has been described as 
one of the most brilliant software / ||g 

developers of the age. He is interviewed Jrai 

here by Paul Taylor fstm 
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By his own admission, James 
Gosling, the Canadian-born 
'creator of the Java programming 
language, was the quintessential 
high school nerd. 

He was introduced to computers 
when he was 14 and by the time 
be. was 15 he had begun to earn 
money, writing software. M I sort of 
stumbled into computers really 
and I have never really fallen out 
of love with them." he says, 
although be insists he has never 
really enjoyed playing games. 

“My first paying job was for a 
bunch of physicists who needed 
software written for not very 
much money." The job was 
writing the software to run 
experiments on board an 
International satellite called Isis. 

After graduating from the 
University of Calgary, be spent 
five-and-a-half years at Carnegie • 
Mellon in the US studying for his 
PhD degree. One of the first 
systems he became known for was 
a Unix text editor called Emax 
. which is still in use today, 20 
years later. “I got to a point in my 
grad school career where it was 
clear that I had a choice between 
graduating and dedicating my life 
to the care and feeding of Emax. I 
decided to graduate, instead.'’ 

After Carnegie-Mellon be was 
hired by International Business 
Machines where he worked on the 
PORT project. Although Mr 
Gosling says IBM's laboratories 
had “absolutely st unning 
facilities’* he soon became 
frustrated. “After a year and a 
half of watching what was 
essentially a really sick comedy 
show, I decided that I didn't 
understand the difference between 
technology and politics so I joined 
Sim Microsystems in 1983 and 
have been hanging around Sun 
ever since." 

Long before Java, Mr Gosling 
says he had been thinking about 
alternative operating systems and 
alternative languages. “Languages 


are really interesting tools for 
general solutions to all kinds of 
very interesting problems, and a 
lot of the more interesting ones 
are those which are very 
specialised for particular 
situations. 

“I think, in general, language as 
a concept is something that is 
under-appreciated. Most people 
speak and listen and don’t really 
think much about the power 
involved in it. Languages in any 
form whether they are spoken 
languages, visual languages, 
musical languages or whatever 
are important.’' 

However, his first project at Sun 
a windows system called NeWS 
was. he now acknowledges, *a 
complete disaster for Sun", and a 
second project fizzled out. “A 
group of us were getting kind of 
depressed about life, the universe 
and everything so we got together 
and started this project which 
became known as the ’Green 
project'," he recalls. 

“The original charter was to go 
off and think about the next wave 
of computing." Pretty quickly, the 
team focused on the consumer 
electronics industry. There were 
already microprocessors in 
doorknobs", he says, “but by and- 
large the people that were 
building them weren't very smart 
about how you build hardware 
and software. As we talked to 
them, it was like going back in 
time. But, on the other hand, 
there were a lot of thing s from 
that community that were really 
enlightened because they had 
spent a lot of time thinking about 
what it is like putting a device in 
somebody’s home.” 

So the team began exploring 
bow the computing and consumer 
electronics industries could learn 
from each other. "What we 
decided to do was to build a 
prototype remote control home 
network system for controlling 
TVs and VCRs. We cobbled 
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together the 
world’s heavies: 
remote control.” he 
says, beaming. 

"We coined a technique 
we called ‘hammer technology’ 
we would take something, 
hammer them apart, grab the bits 
and pieces out of them, then 
hammer them together.” The 
remote control included a 
SparrStahoo chip, a screen from a 
Sharp television set. connectors 
from a Sony Walkman, speakers 
from a Nintendo GameBoy and 
radio networking from "a weird 
military modem". 

Mr Gosling himself was involved 
mostly in the software. "We 
started building it using tbe 
Standard software tools,” he says, 
“but the tools we were using just 
weren’t working. It was one of 
these places where languages 
came to the rescue. So I went off 
into a corner and 1 built this 
compiler and programming 


If 


language that eventually turned 
into Java. 

“Java was really shaped by this 
experience of building this hand- 
held ■remote’." The Sun 
researcher says the team's design 
objectives were "a kind of a 
laundry list which included things 
like being reliable." Gosling notes 
that when consumer electronics 
companies have to choose 
between backward compatibility 
and reliability “reliability always 
co les out on top, whereas the 
computer industry tradition is 
that compatibility is king. 

“The really insidious thing about 
compatibility’ at this level is that 
it freezes you in to yesterday's 
technology." he says. Another big 


issue for software 
developers is what 
microprocessor or central 
processing unit to write for. 

"In the computer business there 
were two, maybe three, CPUs that 
people were really targeting. You 
have to target a particular CPU 
and every' CPU you target 
partitions the market." 

However, what Gosling 
recognised is that all CPUs use 
machine language. "This defines a 
land of coupling between 
applications and the CPU which is 
very detailed and it stops 
applications written for one 
machine running on another 
machine,” he explains. 

“This tight coupling causes the 
CPU technology to partition the 
market for software and that is 
one of the things that forces the 
dominance of any one CPU. 

Continued on page 5 



_ ompao Professional Workstations have swiftly become 


Pentium*]! 


Professional Workstation 5100, for example, is available 


with up to two 300MHz Pentium II Processors and Compaq’s unique 


Highly Parallel System Architecture - giving you all the speed you need 


to stay ahead of THE COMPETITION. •— As IT’S AN NT workstation, you 


CAN RUN ALL YOUR STANDARD WINDOWS BASED SOFTWARE ALONGSIDE 


THE LEADING FINANCIAL ANALYSIS APPLICATIONS FROM, AMONG OTHERS 


Reuters, Bloomberg, Dow Jones and Neovision. And, as the range 


IS DESIGNED TO BLEND SEAMLESSLY INTO YOUR NT-BASED NETWORK, YOU AT 


LAST GAIN ACCESS TO POWERFUL MANAGEMENT FEATURES SUCH AS VERSION 


Control, Pre-Failure Warranty, Asset Control and Remote Management. 


Get in touch with Compaq now on 

0845 270 4845 
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Prospects for 
the worid 
semiconductor 
industry 

Here and on the following 
eight pages. FT writers 
examine developments in 
the semiconductor 
industry. 

In tins section: 

Chip production: Geoffrey 
Naim highlights 
developments over the 
past 50 years: Page 5 

Fabrication plants: costs 
soar to record levels; 
the future of chip 
production: Page 6 

Market segments: 
microprocessors and 
D-Ram chips: Page 7 

Digital signal processors; 
customised chips; and 
chip design tools: Page 8 

Producers break new 
barriers; profile of Intel, 
the Silicon Valley 
powerhouse: Page 9 

Asian markets: nervous 
year ahead for Japanese 
producers; Taiwan’s chip 
foundries; prospects for 
European producers: 

Page 1G 

Producer profile: National 
Semiconductor new 
applications for chips: 
Pages 11 and 12. 


THE SEMICONDUCTOR REVOLUTION • By Paul Taylor 


An industry unique in history 


To see a world in a grain ofsatid. 
And a heaven in a wild flower: 
Hold infinity in the palm of your 
hand, and eternity in an hour 

- William Blake 


F rom cameras to cars 
and from computers to 
communications, the 
world today is powered by 
semiconductor chips made 
out of silicon - and compa- 
nies such as Intel, NEC, 
Motorola. Texas Instruments 
and Toshiba, the five biggest 
chip-makers, are among the 
most exciting and dynamic 
on earth. 

Virtually no part of mod- 
ern life has been left 
untouched by the semicon- 
ductor revolution. Indeed, it 
is estimated that on an aver- 
age day, a typical American 
interacts with more than 300 
micro-controllers. 

"Semiconductors have 
revolutionised the home, the 
office, industry, the trans- 
port network, medical sci- 
ence and more," notes the 
Global Semiconductor Mar- 
ket Report, published last 
month by Electronic Times. 
"Common everyday home 
appliances are becoming 
•smart'. Semiconductors are 
invading every aspect of our 
lives." 

And yet. notes the report, 
"with a plethora of techno- 
logical projects still in the 
pipeline, this semiconductor 
revolution has only just 
begun." 

Even in the industrialised 
markets of North America. 
Japan and western Europe, 
the majority of households 
does not own a PC. or pos- 
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sess a cellular telephone. "It 
is the combination of indus- 
trialised markets forging 
ahead in applying semicon- 
ductors to an ever-broaden- 
ing portfolio of applications, 
with the developing markers 
promoting mainstream 
devices such as PCs and con- 
sumer applications, will lead 
to one of the world's most 
valuable individual markets 
in the twenty-first century.” 

As Dave Richardson of 
Texas Instruments noted in 
a Comdex keynote speech 
last year, "the absolute per- 
vasion of electronic equip- 
ment in the world today is a 
fact: over the last ten years, 
growth in demand for elec- 
tronic equipment has aver- 
aged nine per cent a year.” 

Not only are semiconduc- 
tors being used in new appli- 
cations. more semiconduc- 
tors are being used in 
existing applications - the 
semiconductor content is 
rocketing. According to 
Dataquest. the market ana- 
lysts, semiconductors will 
account for 30 per cent of 
electronic revenues by the 
end of the decade, up from 
16 per cent in 1994. 

“That growth is driven 
largely by the shift from 
analogue to digital,'' said Mr 
Richardson - a primary rea- 
son why TI has focused on 
the digital signal processing 
(DSPi market. The growth in 
both electronics and in chip 
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content has made the indus- 
try unique and "unlike any 
other industry in history." In 
the first half of the 1990s, the 
world semiconductor market 
experienced rapid growth 
topping the SlOObn mark for 
the first time in 1994. The 
driving force for this growth 
has been the * information 
revolution' which has seen 
the convergence of a wide 
range of technologies and 
markets including comput- 
ing. communications and 
consumer electronics. 

Spectacular advances in 
semiconductor design, 
including shrinking sizes 


sales in Japan probably will 
slow to five per cent this 
year - less than one-third of 
projected growth in the US, 
according to International 
Data Corporation, IDC. 

Nevertheless, despite the 
steady growth in volumes, 
the value of the worldwide 
semiconductor market can 
be volatile. Last year, the 
semiconductor market was 
worth more than $140bn, a 
relatively modest increase 
over the previous year but a 
welcome advance set against 
the 9 per cent decline in 
1996. 

However, the sales figures 
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and tumbling prices on the 
one hand, and rapid gains in 
performance and power on 
the other, have helped 
enable manufacturers to 
build chips into many every- 
day items, accelerate time to 
market and increase product 
functionality. 

"This has allowed manu- 
facturers to tap into an enor- 
mous potential market previ- 
ously unavailable to them - 
the private consumer,” notes 
the Electronic Times report 
"This has resulted in econo- 
mies of scale which in turn 
has made the products avail- 
able to an even wider mar- 
ket. Ongoing developments 
also mean that state-of-the- 
art electronics become 
almost obsolete within three 
years, thereby constantly 
regenerating the market and 
sustaining high growth 
rates.” 

The world semiconductor 
market is expected to grow 
to $168bn this year - despite 
Asia’s recent economic woes 
- and to around S330bn in 
2002. even though the 
growth of personal computer 
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Things they never tell you when you buy enterprise software. 

Want to make a change? 
Go ahead, try to run with it. 


So. you have a new idea. Juit sec ho* fast you can 
implement it with most enterprise software. Your ftet step 
is likely to be paving for programmers to wade through 
a complicated mess of cryptic code. Sound like a speedy 
proposition to you: Chances jit, it’ll uke months. And the 
software you bought to move your business abad actually ends 
up slowing you down. 

WithJD. Edwards, its difinenLOin-so&wTUt isoauaDy 
designed to change. So you can nuke a simple business 


move without aeating a technology nightmare. Or change 
your technology without disrupting your business. 

How? One version of our software works across key 
pbtfonm. Windows NT. UNIX. AS/400— even the 
Internet. So when you need to make a change, you only n eed 
to do it once. Which mokes you nimb le me ugh to react to anv 
opportunity. Quickly and easily. Thais how enterprise 
software ought lo be To End out more, call 01 18 909 1700 
or visit www.jdedwards.com. 
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mask a dramatic increase in 
unit shipments of D-Rams 
which soared 90 per cent in 
1997 while prices fell by 75 
per cent in 1996 and a fur- 
ther 65 per cent last year 
reflecting widespread over- 
capacity as a string of new 
fobs (chip fabrication plants) 
came on stream. 

But a turnaround may be 
in store. In spite of the Asian 
crisis, most analysts expect 
D-Ram revenues in 1998 
could rise 20 per cent, to 
around $25bn. That would be 
particularly welcome news 
to semiconductor manufac- 
turers in Japan, South 
Korea, and Taiwan, which 
together account for 80 per 
cent of world D-Ram produc- 
tion. 

Many of these D-Ram man- 
ufacturers have recently 
announced cutbacks in pro- 
duction, scaled down their 
investment plans or have 
even skipped a generation of 
D-Ram technology to focus 
on higher value 64Mb chips. 
For example, Siemens, 
which has spent £l.lbn on a 
new fab near Newcastle, has 
accelerated its switch from 
16Mb to 64Mb chips. 

Among the companies 
which have announced cut- 
backs, Hitachi, oue of the 


top five Japanese semicon- 
ductor makers, said it would 
cut back production at eight 
of its facilities in Japan in an 
attempt to stem losses in its 
memory chip business. 

“Their losses are so large 
that they need to do this, to 
cut their losses,", said Yoshi- 
haru Izui. industry analyst 
at UBS Securities in Tokyo, 
last month. He estimated 
Hitachi is losing Y2bn to 
Y3bn ($l6m-S23m) a month 
in its semiconductor busi- 
ness. 

Hitachi's move followed 
Mitsubishi Electric’s 
announcement that it plans 
to dose one of its facilities in 
the US. where it manufac- 
tures lower value-added 
4-megabit D-Rams. Mean- 
while, Fujitsu, another lead- 
ing Japanese semiconductor 
maker and Japan's largest 
computer manufacturer, said 
it was considering scaling 
back its capital investment 
plans by about 30 per cent 

Toshiba has also 1 post- 
poned the construction of an 
advanced facility in 
southern Japan, which was 
expected to start this year. 
Hie original plan was for the 
new facility to start produc- 
ing 256-megabit D-Rams in 
2000. However, that plan had 
been delayed by at least two 
years. Toshiba said. 

Meanwhile, NEC, is con- 
solidating production of .16- 
megabit D-Rams at its US 
facility. The company will 
no longer produce 16-mega- 
bit D-Rams in either Japan 
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a couple of chips - and painful for suppliers of semi- 
many products, such as GSM- conductor manufacturing 


digital telephones, will have 


or the UK, where the higher just one. This move towards 
costs of its facilities requires integrating memory, logic. 


high value-added products to 
maintain profitability. As a 
result, total D-Ram output 
will fall from about Urn a 
month to about 6zu month 
by this autumn. ■ 


O ther companies, 
including Motorola 
of the US, have 
decided to abandon the vola- 
tile market for D-Ram chips 
altogether. Motorola now 
plans to focus on custom- 
ised. highly integrated cir- 
cuits and tap its portfolio of 
50.000 chips, including the 
PowerPC microprocessor, to 
compile a huge catalogue of 
modules and components or 
building complete ‘systems- 
on-a-chip.' 

Tomorrow’s silicon will 
merge dozens of today's -sin- 
gle function semiconductors 
on a single silicon chip - 
only the most complex 
systems willneed more than 


and other circuit types on to 
one silicon slice to create 
systems-on-a-chip represents 
a key industry trend as the 
1990 draw to a close. 

Aside from Motorola. SGS- 
Tbomson Microlectronics. 
LSI Logic, National Semicon- 
ductor, VLSI Technologies 
and many other, companies 
are already targeting this 
market As a result system- 
on-a-chip sales, which cur- 
rently amount to only $4bn. 
or 3 per cent of the world 
market are expected to total 
$70bn by 2001 - triple the 
size of today's microproces- 
sor market — and 26 per cent 
of total chip sales. Other 
companies, including TL are 
focusing on DSP chips to 
translate analogue signals 
Into digital codes that com- 
puters can process and are 
widely used in devices such 
as modems. However, the 
problems in Asia could be 


equipment - a market worth 
$28bn last year. Asia 
accounts far just over half of 
global semiconductor capital 
expenditures, but just 18 per 
cent of worldwide spending 
on Information technology - 
a figure that shrinks to 2 
percent for the countries in 
serious trouble - Indonesia, 
Malaysia, the Philippines, 
and Thailand - are excluded. 

In any case, market ana- 
lysts such as Elizabeth Schu- 
mann of the Semiconductor 
Equipment Materials Inter- 
national (Semi), believe any 
downturn will be short-lived 
since the industry Is enter- 
ing a period of technology 
transition including the 
move to larger 300m silicon 
wafers and 0.18 micron chip 
designs. 

Both steps will increase 
chipmakers* output* but will 
involve hefty investment in 
new plant and equipment, 
including wafer-processing 

machine ry. 

* Electronic Times: Global 
Semiconductor market 
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A perilous business 


Pricing levels, 
bugs in chips and 
fears of litigation 
are just a few of 
the worries 


M aking semiconduc- 
tors has always 
been a risky busi- 
ness but investors reading 
the latest financial results 
from the leading vendors, 
are left in no doubt about 
just how perilous the chip 
business has become. 

After reporting its eighth 
successive year of record 
revenues and earnings, Intel, 
the Indus by leader, closes 
its 1997 financial statement 
with a list of 16 risk factors 
that affect its business. Top- 
ping the list is “economic 
conditions in various geo- 
graphic regions". 

Motorola, another big chip 
vendor, is more specific. 
“During the fourth quarter, 
the deterioration of eco- 
nomic conditions In certain 
Asian markets had an 
impact In terms of slowing 
the growth of sales, orders 
and profits, as well as put- 
ting pressure on pricing.” 
says Robert Growney, presi- 
dent and chief operating offi- 
cer in the company’s 1997 
statement. 

Asia may be the current 
trouble spot but it is not the 
only problem facing chip- 
makers. Intel's risk list 
includes changes in custom- 
ers' inventory levels, sea- 
sonal PC buying patterns, 
pricing pressures, excess or 
shortage of capacity, bugs in 
processors and litigation 
over intellectual property 
rights (TPRs). 

The risks are many and 
very real. A serious bug dis- 
covered in 1994 in its first 
generation of Pentium pro- 
cessors cost Intel 6475m. 

Last October, the chip 
giant settled a lawsuit 
brought by Digital, which 
had accused Intel of using 
technology from Digital's 
Alpha processor in its Pen- 
tium chips. Intel agreed to 
buy Digital’s chip operations 
for $700m to end the conflict. 
It has at least two other law- 
suits awaiting settlement. 
Analysts say Intel has suf- 


fered from over-ordering by 
Asian PC makers and will 
have to cut prices on some 
processors to clear inven- 
tory. 

Intel also admits that the 
cost of the new chip packag- 
ing used for its latest Pen- 
tium a processor will hit 
profits in the short-term. 
Despite these setbacks, Intel 
continues to set a formidable 
pace in the industry and its 
1997 results were better than 
many analysts expected. 

According to the research 
company, Dataquest. Intel 
increased its semiconductor 


fought the effect, of the weak 
yen with a 10.1 per . cent 
growth in chip sales, when 
expressed in dollars; to 
$&87hn. TTs chip sales grew 
8.4 per cent to $7.66bn 
thanks largely to its strategy 
of focusing on digital si gnal ; 
processors (DSPS). These are 
used in products such as cel- 
lular phones and promise 
higher margins.. 

: TL estimates, that the DSP. 
market is growing, more 
than 40 per cent a year and 
could be worth $50bn in the 
next decade - see report on 
DSPs, page & TI is the mar- 
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revenues in 1997 by lfr. per 
cent to $2lbn. “Led by micro- 
processors. Intel grew its 
semiconductor revenue by 
nearly 20 per cent during the 
year, which Is strong perfor- 
mance in face of major 
inventory adjustments by PC 
[makers].” says Ron Bohn, 
director for Dataquest’s 
worldwide semiconductor 
research. 

I ntel's strength comes pri- 
marlly from its domi- 
nance of the PC micro- 
processor market, where it 
has about a 90 per cent 
share. Its chip sales are more 
than double those Of "NEC, 
its nearest rival, and while 
many of its competitors had 
sluggish sales In 1997 and 
several experienced declines. 
Intel managed to grow 
almost four times foster than 
the market, which rose 5.5 
per cent to JiSOhn. according 
to Dataquest 

The only other top ten 
firms to beat the market 
were Fujitsu and Texas 
Instruments (TI). The Japa- 
nese vendor successfully 
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ket leader with about a 45. 
per cent share, according to 
research firm Forward Con- 
cepts. DSPs and related anal- 
ogue and. “mixed-signal” 
chips account for about 40 
per cent of TTs .chip reve- 
nues. . . 

The company, like many, 
others, is trying to redtice'its 
dependence on the cut-throat 
. Dynamic Ram (D-ram) mem- 
ory market, which in 1997 . 
contributed around. 20 per 
cent. • 

Motorola, is similarly try-, 
lng to find more promising 
markets. Its 1997 chip, sales 
grew just 0.5 per. cent to 
" $8.G5bn, according to Data- 
. quest, and its PowerPC pro- 
cessor, once touted as a rival 
to Intel's Pentium, has strug- 
gled outside the Apple mar- 
ket.. 

Analysts -believe its future: 
lies "in “embedded” applica- 
tions. . such" as consumer" 
products or industrial con- ' 
trols. Motorola- -.also, 
announced last year it would 
wind down its D-ram busi-. 
ness and reallocate capacity 
to .higher-margin memory. 


types such as flash memory 
and Stetic Ramr" 

: D-rams_ - see report, page 7 
- -are - staple memory chips 
found in every computer but 
prices are highly volatile. 
They are commodity items - 
there is even a spot market 
for D-rams-andallthe top 
ten chip vendors, apart from 
.Intel, depend on Drams to 
varying degrees. 

T he chip Industry has 
long been used to 
double-digit growth 
rates and the lacklustre 
growth of 5.5 per cent in 1997 
is. in part, a hangover from 
1996, when a collapse, in 
D-ram prices caused the 
market to drop 6 per cent - 
the first fall in almost 10 
years. At the beginning of 
1997. analysts predicted the 
chip market would return to 
its customary, double-digit 
‘ growth, huf this did not hap- 
pen and IWamjarices contin- 
ued' stumble due to overca- 
pacity/ 

The benchmark 16-megabit 
Dram chip has fallen from 
around S7 at the start of 1997 
to about $2£0 in today’s spot 
market 

The weakness of Aslan 
currencies against the dollar 
has .also hit hard. - Toshiba, 
Hitachi and Samsung, all big 
Dram producers,. have seen 
dollar revenues from chips 
decline by 7to l9 percent in 
1997, according to Dataquest 
The next generation of 64- 
megabtt Drams, .due to be 
widely -adopted this year, 
could provide some respite 
for D-ram makers. 

The chips are more diffi- 
cult to manufacture in vol- 
ume and those companies 
that quickly master the tech- 
nology- can benefit . from 
higher prices «ni! margins. 
However, the eebnotpic tur- 
moil in" Asia. is. hitting the 
Industry hard, depressing 
'dbllar-based chip prices and 
stifling demand" for chips 
from Asian-based computer 
and electronics industries. 
Last month. Motorola said it 
expected the- worldwide 
semiconductor industry to 
grow by 13 to l5 per cent in 
199$"raiher than the 15-to 17 
per .cant , previously forecast 
and bfomed thereddeflon on 
Asia:- ?r. ' ■■-'rr- 
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SEMICONDUCTORS: From raw. material to finished chip 


k * A «»*.*■; 


Naim- 


While bringing innovation to many 
other industries; the semiconductor 
industry continues to break its own 
technical barrieis 


miracles 


L ast month marked the 
50th anniversary of the 
transistor,- . whose. 
taventiaa spurred, the devel- 
opment of distal compa ring - 
and ushered In the informa- 
tion age. Hie anniversary 
was cause for modest cele- 
bration in the semiconductor 
industry bat elsewhere the 
milestone went largely unno- 
ticed and the silicon chip,’ 
through Its very ubiquity, is 
today sadly taken for 
granted. 

Few outside the industry 
appreciate the string of tech- 
nolofpcal mirac les that con- 
nect that first rudimentary 
transistor of 50 yean ago 
with Intel's latest micropro- 
cessor, the Pentium H, which 
squeezes more than 7.5m 
transistors cm to a chip of 
silicon the size of a finger- - 
nail 

From cellular phones to 
fly-by-wire aircraft, advances 
in semiconductor technology 
have brought inno vation to 
many industries. But it is 
the computer industry, that 


.has most reason, to thank 
the three researchers at Bell 
Laboratories who are ■ cred- 
ited with inventing the first 
transistor in 1917. . ' 

Contrary to popular, opin- 


compnteis used .arrays of 
vacuum tubes. But vacuum 
tubes are no match for the 
silicon chip in speed, cost or 
size, and the microchip in a 
cheap pocket calculator con- 
tains more processing power 
than a roomful of vacuum 
tubes. 

The pioneers of computing 
could never imagine that 
semiconductor technology 

would (me day create power- 


ion. computers would, still ' ftil computers small enoug h 
exist without .the . microchip, to sit on every office desktop 


The computing' era predates 
the invention of the transis- 
tor and the first -electronic 


A single transistor 


or be held in the hand. One 
of the Cist electronic com- 
puters. Eniac, (pictured 



Chip designers at Intel have managed to squeeze more than 7.5m 
transistors on to a single Pentium (l processor 


below), contained 17,480 vac- 
uum tubes and its 20 banks 
of flashing lights, used to 
indicate the results of its cal- 
culations, stretched for 150 
feet 

Eniac was developed in 
the World War Two by the 
US Army to perform ballistic 
calculations. It could add 

5.000 numbers in a second - 
laughably slow by today's 
standards. The first demon- 
stration of Eniac in 1946 is 
often taken, as the start point 
for the modern era of com- 
puting. Fifty years on, 
researchers at the University 
of Pennsylvania, where 
Eniac was developed, cele- 
brated the anniversary by 
rebuilding Eniac - but in sil- 
icon. 

~ Eniac -on-a -chip" dramat- 
ically demonstrates the huge 
advances that semiconduc- 
tor . technology has brought 
to computing. Instead of 
occupying a large room, the 
silicon version of Eniac mea- 
sures just 5mm by 8mm. Its 

175.000 transistors replace 
the vacuum valves and 
mechanical switches of its 
predecessor. 

The latest chip plants can 
pack 5m or more transistors 
on a single chip and 200 
chips on a single frinch 


The man who invented Java 


From page 3: 

“In the PC world, what was 
happening was the converg- 
ing on Intel, and the number 
of CPUs was pretty small 
But in the consumer busi- 
ness the number of CPUs 
that people were using was 
really enormous and. there 
were very strong reasons for 
this diversity." . 

Such diversity means 
there are a lot of small mar- 
kets for software - even 
within one company. "If you 
look at all the televisions 
that Sony makpg, for . exam- 
ple, they don’t all have the 
same CPU, so it is very diffi- 
cult for them to have , ah 
interchangeable market for 
software, and it is really the 
size of a market that deter- 
mines how attr act iv e it is to 
developers! ■ ■ ■ 

“As 'we talked tb a' lot of 


these consumer companies 
they were very interested in 
having the ability to do 
add-on software, after-mar- 
ket software and have the 
systems be flexible and open, 
but they couldn’t figure out 
how to make tbe market 
large enough to make it 
attractive to. developers 
without everyone agreeing 
on ooe CPU - and there was 
really no way to do that" 

To overcome , this hurdle, 
Mr Gosling -developed a soft- 
ware instruction set which 
has become known as tbe 
’Java Virtual Marti wip 1 — . a 
software layer that- sits 
between the physical 
instruction .set, linked with a 
particular CPU and the 
application software. “This 
deals with this problem of 
‘mating' an arbitrary piece 
of software with an arbitrary 
CPU." he. explains. r V ‘‘ , -- 


“Tbe whole thing was 
motivated by the desire to 
figure out how to build a 
market If you watch Star- 
trek, it’s like the universal 
translators they have pinned 
on their lapels.” 

For all CPUs, the seman- 
tics of the basic operations 
are the same - they all do 
things such as add numbers 
together, subtract, multiply 
and divide and they tend to 
format numbers similarly. 
“It’s like a dictionary with a 
set of meanings and every 
language has a different 
word. Sometimes there are 
twists in sentence structures 
but the fundamental seman- 
tics are all the same and the 
relationships between the 
languages are the same. 

“It is a dramatically sim- 
pler problem than transla- 
ting between human lan- 
guages. In some conceptual 


s ense , it is a similar problem 
but, as a matter of degree, it 
is a totally different prob- 
lem." 

Asked about tbe evolving 
legal battle between Sun and 
Microsoft over Java. Mr Gos- 
ling says: “I guess at this 
point I don’t know whether 
it's more frustrating or 
comic - maybe I have been 
knocking around in this 
business for way too long” 

However, he says the reac- 
tion of the software develop- 
ment community - his natu- 
ral constituency - has been 
“just wonderful, we couldn’t 
have hoped for any thing bet- 
ter,” he says. “They really 
want the whole “write-once- 
rnn-anywhere’ story to 
work.” 

Most hardware manufac- 
turers also have a positive 
attitude towards interopera- 
bility, he adds. 


wafer - a total of more than 
a billion transistors on each 
wafer. At this scale of mass 
production, the cost of each 
transistor is a tiny fraction 
of a cent in the early days of 
the semiconductor industry, 
transistors were made indi- 
vidually and cost SiO or 
more. The breakthrough 
came with the discovery in 
tbe 1950s of how to simulta- 
neously make hundreds - 
later millions - of micro- 
scopic transistors on a single 
wafer. 

The two enabling technol- 
ogies were optical lithogra- 
phy. used to mark the tiny 
features of each chip, and 
devices called “steppers" 
which move the wafer in 
precise steps under the light 
beam and allow hundreds of 
the same chip design to be 
replicated across the wafer. 

The key to building a tran- 
sistor is taking a pure semi- 
conductor material - usually 
silicon - and selectively 
“doping" it with impurities 
to create two distinct 
regions: one favouring cur- 
rent flow in one direction, 
which is named “p-type" and 
the other favouring flow in 
the opposite sense, called 
n-type. The junction of the 
two types can then act as a 
digital switch, diagram). 

Using optica] lithography, 
these regions can be created 
with pinpoint precision by 
selectively “masking” differ- 
ent areas of the wafer's sur- 
face during doping. Another 
masking process creates 
superfine slivers of alumin- 
ium on the surface of the 
wafer, which act as circuit 
lines connecting the transis- 
tors. 

By linking the transistors 
together in different ways, 
they can be grouped to per- 
form various logical func- 
tions - memory, counters, 
dividers and multipliers. 
With these building blocks, 
semiconductor designers cre- 
ate today’s huge variety of 
chips, such as digital signal 
processors, memory chips 
and microprocessors. 

Intel’s first microproces- 
sor, the 4004, was introduced 
in 1971 and contained 2^00 
transistors. In 25 years, 
advances in manufacturing 
and sophisticated computer- 
aided design software have 
allowed Intel designers to 


squeeze more than 7.5m 
transistors on a Pentium □ 
processor Tilth circuit lines 
0.35 microns wide. 

During 1998. most manu- 
facturers will shift to mak- 
ing chips with features just 
0.25 microns wide - 400 
times smaller than a human 
hair. Intel already has three 
’Tabs’’ working at this Lilli- 
putian scale. 

The semiconductor indus- 
try is used to breaking its 
own records and the shift to 
0.25-micron technology has 
occurred faster than expec- 
ted. The Semiconductor 
Industry Association, a US 
trade body, predicts that cur- 
rent technologies will enable 
the industry to shrink fea- 
tures to 0.13 micron over tbe 
next five years. 

But to go much lower, new 
techniques will have to be 
developed 2s there are formi- 
dable challenges when 
dimensions drop to around 
0.10 micron. Conventional 
optical lithography cannot 
be used to make features 
this small, so future chip 
plants will need to switch to 
electron beam or X-ray 
lithography - both at the 
experimental stage. Copper 
may have to be used instead 
of aluminium to make the 
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Everything Is getting smaller: this year, most semieondcutor 
manufacturers will shift to making chips with features just 0.25 
microns wide - 400 times smaller than a human hair. Intel already 
has three fabrication plants working at this Lilliputian scale 


circuit lines, as aluminium 
is a poor conductor with 
lines so thin. 

But techniques for laying 
copper on silicon are still in 
the laboratory. No-one 
doubts the breakneck pace 
of semiconductor develop- 


ment will one day have to 
slow - fundamental physics, 
if nothing else, imposes a 
limit on how small transis- 
tors can be made - but the 
industry stifl sees plenty of 
mileage left in the humble 
microchip. 



Ancient number-crunben the famous Eniac machine, completed in 1946, with 17.480 vacuum valves 
and 20 banks of flashing lights, was designed in the US during World War Two to work on ballistic 
calculations. Its name was an acronymn for ‘electronic numeric integrator and calculator 1 . The war 
ended before Eniac could be used for military work, so the machine was used for other scientific 
calculations. Today, Eniac’s calculations can be easily handled on a single silicon chip 




a 




SIEMENS 

NIXDORF 


In today's climate... 

Like all homa truths, this one is simple. Information 
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or swims! That's why you have one less thing to worry 
about when you wort: with an IT partner that itefivers not 
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...one less thing to worry about. 

Add to this complete portfolio of IT products, solutions 
and services, a global support infrastructure capable of 
handling any scale of project and you can see why Siemens 
Nixdorf has become the European IT partner of choice 

And why, with Siemens Nixdorf, you’ll soon put 
some clear blue water between your company and the 
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CHIP FABRICATION PLANTS • By Tom Foremski 


Costs are soaring 
to record levels 


Ambitious plans 
by Asian 
chip-makers 
could be put on 
hold due to the 
problems of 
raising capital 


B uilding a 

semiconductor 
fabrication plant, or 
fab. is rapidly becoming one 
of the most challenging 
projects in the industrial 
world because of the huge 
cost of such facilities and the 
exacting specifications 
required for a successful 
facility. 

Fabs using the latest chip 
production technologies 
currently cost more than 
SCbn to build - and the cost 
is rising rapidly. According 
to Sematech. the US chip 
manufacturing research and 
development consortium, a 
fab will cost more than 
SlObn by 2015 - more 
expensive than a nuclear 
power plant and becoming 
the single most expensive 
industrial manufacturing 
facility. 

Companies building 
today's fabs must not only- 
raise huge amounts of 
capital but must execute 
their projects flawlessly, 
putting the fabs into 
production as quickly as 
possible. This is not only to 
begin recouping their 
investments but to stay 
ahead of competitors. The 
first chip manufacturers that 
manage to move into 
production with a new fab 
will reap higher profit 
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margins. As competitors 
come on to the market, the 
supply of chip products 
increases and thus prices 
and profit margins begin 
falling. 

The chip industry is now 
moving to 5- inch-sized 
silicon wafers from six-inch 
wafers. This allows 
manufacturers to fit 77 per 
cent more chips on to a 
wafer. Since processing each 
wafer costs about the same, 
producing more chips per 
wafer lowers final chip 
manufacturing costs. 

Chip sizes 

Manufacturers are also 
trying to shrink the size of 
the chips, moving to 025 
micron and below 
geometries from 0.35 
microns. Smaller chips 


means more chips per wafer, 
further lowering 
manufacturing costs. 
Smaller geometries means 
challenges in preventing 
chip contamination which 
requires more expensive 
clean-room facilities to 
eliminate dust and other 
particles that can settle on 
chips and ruin them during 
processing. Testing smaller 
chips Is another challenge, 
requiring expensive testing 
systems. Manufacturing 
chips relies heavily on the 
latest technologies and 
production equipment, but it 
is as much an art as a 
science. Intel, for example, 
owes much of its success to 
its expertise as a 
manufacturer. Its 
manufacturing process 
expertise is virtually 
unparalleled which means it 
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can quickly bring in new 
manufacturing technologies 
and lower production costs, 
and thus lower final selling 
prices much faster than its 
competitors and keep hold of 
a huge market share. 

An Intel competitor. 
Advanced Micro Devices 
(AMD), is trying to wrestle 
/away some of the 
/,■ microprocessor market from 
' Intel, hut it stumbled last 
year because it could not 
increase chip yields and fell 
behind in bringing on its 025 
micron manufacturing 
process. AMD has overcome 
many of those problems hut 
it shows that having good 
chip technology is not much 
good if you have an 
inefficient fab. 

Not every chip company 
has a fab: the US Fabless 
Semiconductor Association 
fFSA) has 59 members and 
their revenues are growing 
much Easter than the chip 
industry as a whole. These 
companies rely on excess fab 
capacity around the world to 
produce their chips. But 
they risk running out of fab 
capacity. 

With fabs becoming so 
expensive to build, the 
market research company, 
Dataquest, expects far fewer 
fabs to be started this year. 

In 1997, there were more 
than 50 fabs started, but this 
year, Dataquest expects this 
number to drop to about 30. 
And with the current Asian 
economic crisis, it may drop 
even further because 
aggressive plans by Asia 
chip makers could be put on 
hold due to the added 
difficulties of raising capital 
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With property prices 
rising so fast, 
it's good to see 
an affordable fiat 
in the city 



The new iiyama flat screen LCD 
14.1" TFT Prolite 36, an amazing £999 (plus vat] 



' monitoring business 

For the full picture on this new model from the UK’s number one award whoring monitor manufacturer. 

or any Vision Master" monitor, please call us on 0M38 745482 quoting reference FT-TT. wwwJhnm^ud 
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By the turn of the decade, microcircuHs wS contain up to a biUon transstora per chip and Hie patterns etched on these chips - using • 
highly sophisticated techniques - will be as complicated as a road map of the entire planet 

Increasing co-operation 
among top producers 


New research alliances and 
partnerships, joint ventures and 
shared pilot projects have all become 
features of the chip industry 


F ive weeks ago. the 
•point-contact ' transis- 
tor - the basic bond- 
ing block of integrated cir- 
cuits invented by a team of 
Bell Labs scientists in 1947 - 
celebrated its 50th birthday. 

Today, transistor-based 
technology runs everything 
from microwave ovens and 
mobile phones to the 
increasingly powerful com- 
munications networks that 
span the globe. 

In the 1960s, transistor 
radios contained between six 
and ten transistors, but the 
fingernail-sized microchip in 
a modern mobile telephone 
handset contains as many as 
5m of these tiny devices and 
200 chips can be made from 
every 8-inch silicon wafer. 
Meanwhile, the costs of this 
technology continue to 
plunge. During the 1950s, the. 
cost of each transistor fell 
from about $45 to $2. but 
today’s transistors each cost 
less than 100-thousandth of a 
cent 

By the turn of the decade. 
Lucent Technologies pre- 
dicts that microcircuits will 
contain up to a billion tran- 
sistors per chip and the pat- 
terns etched on to these 
chips. 

The first person to inte- 
grate or print' initially doz- 
ens. then thousands of tran- 
sistors on to a single piece of 
silicon was Jack Kirby at 
Texas Instruments in 1956. 
The integrated circuit has 
been on a rem arable journey 
ever since. Size, energy con- 
sumption and price have spi- 
ralled down, while reliabil- 
ity, speed and performance 
have soared. 

In 1965. Gordon Moore, the 
engineer who later co- 
founded Intel crystalised 
this trend into his epony- 
mous ‘law’ which says in 
essence, that the number of 
transistors per chip will dou- 


The future, 
like the past, 
will be full of 
technological 
surprises' 


l bla every 18 months. 

A second, less frequently 
quoted dictum is that the 
cost or the fabrication plants 
- ‘fabs’ - used to manufac- 
ture silicon chips, will dou- 
ble with each new genera- 
tion. So far. both laws have 
proved remarkably accurate. 
While transistor densities 
have indeed doubled roughly 
every 18 months, the price of 
a new fab has risen from 
S250m in 1990 to around Slbn 
today. 

In an article written a few 
months ago. Mr Moore, now 
chairman emeritus of Intel, 
said: "To be honest, I did not 
expect this law (No 1) to still 
be true some 30 years later. 
buL now I am confident that 
will be true for another 20 
years. 

“By the year 2012. Intel 
should have the ability to 
integrate a billion transis- 
tors on to a production die 
that will be operating at 
10Gb. This could result in a 
performance of 100,000 Mips 
(millions of instructions per 
second), the same Increase 
over the currently cutting 
edge Pentium II processor as 
the that processor was to the 
3S6. 

"We see no fundamental 
barriers In our path to Micro 
201 2. and it is not until the 
year 2017 that we see the 


physical Limitations of wafer 
fabrication technology 
reached. 1 ' 

Indeed Moore’s law has 
become the metronome’ for 
the industry and the driving 
force behind the innovations 
and breakthroughs that are 
ann ounced almost monthly. 

Among recent develop- 
ments, a private consortium 
led by Intel Advanced Micro 


ics in Europe:. “Costs fall, 
functions rise and the con- 
sumer gets more for less.” 

Using copper-based tech- 
nologies will enable IBM and 
other semiconductor manu- 
facturers 'to move from cur- 
rent line ' widths of 0-25 
microns to 0.18 microns and 
then 0.12 microns. As a 
result, the number of tran- 
sistors on a single chip will 
mushroom again to between 
150m and - 200m. 

Mr LaRosa describes the 
move to copper-based micro- 
chip technology, the transi- 
tion to larger 300mm silicon 
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ffiM has found a way to wire semiconductors with copper, rather 
than with riurdnuiq, now currently used, which IBM says-should- 
‘dramaticaSy change of the process of malting chips’. 


Devices and Motorola was 
formed last September to 
work with US government 
agencies to develop the 


wafers which will take place 
over the next few years, pro- 
viding advances in lithogra- 
phy as “the three pillars for 


advanced lithography tech- - -the next generation’' of semi- 
nology which will be used to conductors: 


build chips with 100 times 
more computing power and 
1.000 times more storage 
capacity. 

The process by which cir- 
cuit patterns are etched on 
to chip surfaces is called 
lithography: this involves 
shining ultraviolet light 
through a patterned mask on 
to a chemically -sensitive 
layer on the chip surface. 

However, for any specific 
technology, a physical limit 
is reached where the wave- 
length of the light is bigger 
than -the smallest -features 
on the chips. This is the 
issue that the Intel-led con- 
sortium plans to crack by 
developing- a new litho- 
graphic process using 
Extreme Ultra Violet (EUV) 
light. The partners believe 
this will enable the industry 
to etch circuit lines smaller 
than 0.1 microns. 

SUV is essentially a far- 
ther refinement of the exist- 
ing UV process. However, 
the industry' is hoping that It 
will stave off the day when 
manufacturers have to make 
the switch to a totally new 
technology such as X-ray 
lithography. “At that stage.- 
we will require an entirely 
different environment. v says 
Tim Keating. Intel's director 
of marketing in Europe. 

A few days after the EUV 
announcement, IBM said 
that after 10-years of 
research, it had developed a 
way to use microscopic cop- 
per wiring, instead of alu- 
minium, inside chips - a 
development which .will - 
enable IBM to build Easter 
and cheaper chips beginning 
with application, specific 
integrated circuits, (Asics). 

“It is very significant 
because it allows us to break 
through to the next level of 
shrinkage in the size of 
chips," says of BUI LaRosa. . 
head of IBM Microelectron- 


Such advances will help 
ensure that the ~ industry 
keeps pace with Moore's law 
and that, every three-and-a- 
half years or so, the next 
generation of denser, faster 
chips, appears: - 
To keep up with such; a 
hectic pace of researcb-and 
development amid escalating 
costs for new “tabs', the lead- 
ing semiconductor producers 
have been forced to co-oper- 
ate to an unprecedented- 
way.-'- • 

New alliances and partner- 
ships, joint ventures and 
shared pilot projects have all 
become features .of the 
Industry; knd the Semicon- 
ductor Industry Association, 
the US-based trade group. 


even publishes a ‘road-map’, 
setting out the technologies 
that its members must 
develop if they are to main- 
tain the pace -of innovation 
and remain competitive. 

, Another problem for the 
semiconductor industry to 
overcome is designing ever 
more complex chips. For 
mainly economic reasons, 
the semiconductor industry 
is moving towards so-called 
‘systems-on-a-chip’ - semi- 
conductors which combine 
several previously separate 
functions on a single piece of 
silicon - see reports, pages 8 
and 11 . 

“If we look over a long 
enough time horizon, all 
- electronic systems will 
migrate to a stogie chip,” 
says Jack Harding, chief 
executive of Cadence, the 
chip design specialist and 
tool vendor. However, 
designing such complex 
devices is likely -to become 
increasingly difficult. 

• “We will’ havie to-' teach 
people to design with large 
function blocks, but they 
will also have to consider 
the design at electron level” 
be says. 

Some time after 2010.' the 
industry will . reach some 
particular tough roadblocks 
erected not by the limita- 
tions of technology, but by 
the laws of quantum -phys- 
ics. 

Several possibilities' for 
surmounting these obstacles 
have been suggested in the 
past One option, popular a 
few years ago, was to pro- 
pose. ‘optical computing', 
using light instead of elec- 
tricity, and optical switches 
instead of transistors. 

Another more popular 
option recently has been to 
suggest building devices that 
use quantum physics. 

Early quantum-effect 
devices were first devised in 
the 1980s and recently there; 
have been reports of success 
in building a . type of quan- 
tum device - the ‘single-elec- 
tron transistor'. 

. In the rogflntirn** semi- 
conductor industry, believes 
that today’s technology 
which is based an so-called 
field-effect transistors, still 
has plenty of potential, 
including the possibility- of 
using more efficient semi- 
conductors such as galli am 
arsenide- to replace silicon in 
some applications. 

If one thing is clear firoin 
the history of the transistor, 
semiconductors . and the 
microprocessor, it is th»t the 
fitture, like the past, is likely 
to be full of surprises. 
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SEMICONDUCTORS: Market segments 
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Dominated by lntel, the ^ 
niicroprocessoj sector has ; 
revolutioned computing as chip 
performance powerhas doubled 
ev«y 18 to 24 months since 1971 


key profit generator 


rp he microprocessor 

■A- market represojtsthe 
chip industry’s most 
profftable product segment, 
and it is the: engine ; .that : 
drives the' . PC- industry 
which. In tern, Is the 
driving force, for' 'the IT 
industry and the applica- 
tions that mate -the iridui^ 
trial world so productive..: 

The microprocessor mar- 
ket in 1997 was valued at 
about $17bn _- according • to 
Daiaquest, the US market 
research company, which 
predicts an- average 18 per 
cent annual growth for the 
next couple of years to- reach 
$33.6hn in 2000. 

For many people, the 
microprocessor is synony- 
mous with the computer. 
Since the first microproces- 
sor was made -■ the Intel 
4004 in 1971 - the micropro- 
cessor has revolutionised- 
computing. Raw perform 
mance of' microprocessors 
has been doubling every 18 
to 24 months, following a 
trend noticed , by Intel co- 
founder Gordon Moore, and 
immortalised as Moore’s 
Law. 

The microprocessor con- 
tinues to grow in power and 
is moving into -ever-larger 
systems capable, of being 
used in parallel with hun- 
dreds and even thousands of 
units, and providing super- 
computer levels of perfor- 
mance. And microprocessor 
makers such as Intel, IBM. 
Motorola and others, con:'. 


Annual % dungs *n sales 

. T6 ' ' 


tinue to push the . limits of 
' what is possible.' V * ' . 

- Some of the key trends in 
microprocessor designs were 
revealed at the Mrcfdprbces- 
. ear. Forum, held? in October 
.of 1997. This is a key indus- 
' try event when leading com- 
panies reveal details of.ftffth- 

coming chips..' ' [* - • 

Intel, which dominates the- 
microprocessor market, 
revealed details about its 
eagerly-awaited ’-Merced 
microprocessor, capable of 
processing 64 bits at a time, 
compared with its current 
32-bit Pentium line. 

With 64 bits. Merced-based 
systems can handle larger 
applications, competing with 
mainframe type systems. 

Representatives from Intel 
and its co-development part- 
ner Hewlett-Packard 
revealed the first details on 
their four-year-old Merced 
project. There had been spec- 
ulation that Merced would 
make use of an experimental 
technology called “very long 
instruction word” fVLIW) 
technology, m .winch power- 
ful software compilers are 
used to split-up software 
code among several execu- 
tion units to process the 
instructions in parallel. . . 

Intel did indeed describe a 
VLIW-type architecture, pre- 
ferring to call it Epic, for 
-explicitly parallel instruc- 
tion computing”, and saying 
that, it represents . a hew 
approach to microprocessor 
design. . 
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“We need to get beyond 
traditional microprocessor 
architectures - and the key 
is parallel instruction pro- 
cessing which we believe 
will be important to scaling 
microprocessor architectures 
for future applications.” said 
John Crawford, director of 
microprocessor architecture 
at Intel, speaking at the con- 
ference. “We have taken an 
approach that includes head- 
room for future require- 
ments.” . 

Currently, high-end micro- 
processors such as the Pen- 
tium H, and all of the other 


leading microprocessor 
designs, try to process sev- 
eral instructions at a time. 
This is done by trying to pre- 
dict what the next instruc- 
tion wQl be and load that 
instruction into the micro- 
processor's memory. These 
are known as “superscalar" 
technologies, but they can 
slow down a microprocessor 
since there is a significant 
overhead that the processor 
must carry that limits bow 
far superscalar techniques 
can be used. 

With a VLIW or Epic 
approach, powerful software 


compilers are used to ana- 
lyse an application's code. 
The compiler looks at the 
structure of the program and 
tries to determine which 
parts can be executed in par- 
allel. The compiler then 
feeds the code to multiple 
execution units on the 
microprocessor chip. 

These execution units are 
designed to be small simple, 
and very fast. But this 
approach brings its own 
problems and shifts much of 
the performance of the 
microprocessor on to how 
well the software compiler 
performs. 

Not to be outdone, Intel 
competitors, such as 
Advanced Micro Devices, 
Cyrix and others, said they 
will respond to Merced with 
powerful microprocessors of 
their own. And companies 
such as IBM, Sun Microsys- 
tems and Digital Equipment 
described 64-bit microproces- 
sors that will be shipping 
well before the 64-bit Merced 
comes out at the end of 1999. 

Sun Microsystems dis- 
cussed its 64-bit UltraSPARC 
m chip which will be out in 
mid-1998. And IBM intro- 
duced its Power3 micropro- 
cessor, the latest in its Pow- 
erPC family. The Power3 
will run at 500 Mbz and 
above, and will be used for a 
new generation of high-per- 
formance technical workstat- 
ions. 

The Power3 will be built in 
IBM's copper technology 
which replaces aluminium- 
based connectors for faster 
processing. It is also capable 
of processing as many as 
eight instructions at the 
same time. 

Another key trend for 
microprocessors is to include 
memory and other logic 



MSEans of transstore fit on the tip of a finger: 100 of Lucent's microchips barely make a handful - but 
each chip can contain more than 5m transistors. The chips are used for a wide range of 
communications and computer products 


functions such a video con- 
trollers all on the same chip. 
This is the main focus for 
Intel competitor Cyrix, 
which is working on a low 
cost integrated microproces- 
sor that will allow for the 
manufacture of veiy cheap 
PC type devices. This is 
because the integrated 
microprocessor will contain 
most of the circuitry of a PC 
on a single chip, making it 
very easy to use in a variety 
of different applications. 

Although microprocessor 
performance continues to 
follow Moore’s law, increas- 
ing microprocessor perfor- 
mance no longer directly 
translates to the same 
increase in system perfor- 
mance. This is because the 
connections, known as 


•buses', between the micro- 
processor and the rest of the 
system, plus memory speeds, 
cannot keep up with the 
microprocessor. To try and 
eliminate some of these bot- 
tlenecks. there is a trend to 
place more memory on the 
microprocessor chip. 

The microprocessor mar- 
ket also includes embedded 
microprocessors and micro- 
controllers. These are essen- 
tially low-cost versions of 
microprocessors that are 
used in non-PC type devices 
but provide valuable com- 
puting functions in applica- 
tions such as industrial and 
manufacturing systems, 
household appliances and 
entertainment systems. 

Embedded microprocessor 
markets are growing quickly 


in size: companies such as 
Motorola and IBM are target- 
ing this market with low 
cost versions of their power- 
ful PowerPC microproces- 
sors. There is also a move to 
add Java processing capabili- 
ties to embedded micropro- 
cessors and microcontroll- 
ers. Sun has licensed its 
PicoJava processor core to 
several big chlpmakers 
around the world. 

Adding Java processing 
capability to a microproces- 
sor does not take up much 
space on the chip but it 
allows systems that use such 
chips to be able to quickly 
process programs written in 
the computer language, 
without needing an operat- 
ing system and large 
amounts of memory. 
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A market plagued 


over- 


Korean suppl&re, ^ 
with 35 per cent , 
of global D-Ram v 
chip output are : 
now seeking to 
stabilise the " ; • 
market - 


T he notoriously fickhr 
market in dynamic 
random access mem- 
ory (D-Ram) chips is -bounc- 
ing along the bottom -with, 
no improvement likely with- 
out a . concerted effort by 
manufacturers to . hunt pro- 
duction. 

But Korean producers 
appear to be regrouping 
after the. devastating, col- 
lapse in the country's econ- 
omy year and- are mov- 
ing to stabilise the market. 
Furthermore, the US D-ram 
maker Micron Tech is expec- 
ted to sue Korean, Japanese 
and Taiwanese producers 
for damping, which should 
eventually help the market 
by forcing Asian producers • 
to reduce volume. 

But the over-supply condi- 
tions plaguing the market 
are not likely to evaporate 
soon. Despite a mild recov- 
ery in early January, D-ram 
prices have been at historic 
lows, well below the cost of 
production. 

Electronics industry ana- 
lysts said the prices had 
rebounded 30 per cent to 
about US$2.50 from about 
$1.80 apiece in the fourth 
q uar ter of last year. But Uu. 
Chi-ttmg, an analyst at SBC 
Warburg, said the revival 
would probably be 
short-lived, and ' prices 


wo^ return to around^ But so. far, those fears have 
$2.90 'hi early- February. ~ Air6v& largely unfounded. 


Tfs dear that the indus- 
try-fa quite weak," he said. . 
“We’re looking fair a turning 
point, wheu the share prices 
of D-ram jnakers might go 
up"..' •'i;- 

• Meanwhile, orders from 
.the US have slowed some- ' 
what . doe to uncertainties r 
over fanout from the Asian 
financial crisis. . - 

The. financial collapse hi. , 
Korea, coupled with a dra- 


“ Korean producers have 
been consistently keeping a 
high, level of D-Ram out- 
put," says Mr Liu. “There's 
been some dumping, but 
basically it’s just the nature 
of the semiconductor busi- 
ness - you have to keep the 
fab running at a high capac- 
ity utilisation rate, even if it 
isn't profitable." . 

And at recent prices, no- 
one is making a profit. In 


matic depreciation In the Taiwan, the production cost 
won, prompted initial fears is $3 to $4 per chip. The 
that Korean D-Ram produo- good news is that a number 
ers would - begin dumping of Aslan D-Ram makers are 


heavily to raise cash, hurt- 
ing Taiwan chip-makers. 
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scaling back expansions, 
announced or otherwise^ 
Korea's LG Semicon has spo- 
ken of a 50 per cent cot this 
year in planned capacity 
expansion, and Hyundai and 
Samsung each plan 30 per 
cent capital expenditure 
. cuts in their electronics 
businesses. 

Delays 

Japan is expected to 
reduce its expansion plans 
by 20 per cent, and Taiwan- 
ese producers are quietly 
delaying expansion plans. 

“The Korean producers 
are clearly trying to control 
the price, to bring it back up 
to $2.5 or $3." says Andrew 
Lu, an electronics analyst at 
BZW-C&FB. As Korean pro- 
ducers hold a combined 85 
per cent share of global 
D-Ram output, the highest 
of any one country, they can 
exert a certain influence. 

□ Taiwan's semiconductor 
industry: see page 10. 

□ Japan: see page 10. 
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Setting the standards for global IT. 
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The Global Alliance, launched a year ago. is now established as the premier provider 
of desktop solutions at an international level. By providing its customers with a distinct 
competitive advantage and by implementing global IT strategies, this unique alliance is setting 
the standards by which all followers will be judged. Its success has been achieved by: 


Consistency of service globally 
Single point of contact and ownership 
Sensitivity to cultural and language differences 


Consistent pricing structure 

Active response to evolving market requirements 

Focusing on practical international IT solutions 





The Global Alliance 

An endorsed International System Reseller of Compaq Computer Corporation, 
the world's largest manufacturer of personal computers 
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DIGITAL SIGNAL PROCESSORS • By Tom Foremski. 


US makers lead race to 


supply DSP markets 


Texas Instruments expects the DSP 
market and the related mixed- signal/ 
analog chip market to exceed $50bn 
Over the next ten years 


T he digital signal pro- 
cessor chip market is 
one of the fastest 
growing sectors of the semi- 
conductor market and has 
become a key focus for sev- 
eral US companies, espe- 
cially Texas Instruments 
which Is investing heavily in 
DSP products. 

DSPs are special chips that 
process mathematical func- 
tions very quickly - much 
more quickly than general 
purpose microprocessors and 
at much lower cost. 

DSP demand is being 
fuelled by a wide range of 
mass-market consumer elec- 
tronics products, especially 
digital cellular phones. 


modems, Hlgk drive control- 
lers. digital video disk (DVD; 
audio and video processing, 
and a myriad of other appli- 
cations. 

“DSP chips are very good 
at processing analog sig n a l s 
that have been converted to 
digital formats: they are the 
best way to modify- or pro- 
cess those types of signals,” 
says Will Strauss, head of 
the US market research com- 
pany, Forward Concepts. 

“US companies are leading 
the DSP market mainly 
be cause they have the elec- 
trical engineers and applied 
mathematicians that under- 
stand the mathematical algo- 
rithms that DSPs use." 


The main focus for the big 
companies in this market - 
such as TI, Lucent Technolo- 
gies, Motorola and others - 
is the programmable DSP 
market which, according to 
Forward Concepts, is grow- 
ing at about 30 per cent a 
year and was valued at more 
than S3bn in 1997. 

The DSP market also 
includes general-purpose 
DSPs, fixed-point DSPS’, mar- 
ket and application-specific 
DSPs and also a trend to 
combine DSP cores on chips 
along with memory and 
other logic functions to 
reduce chip counts in vari- 
ous applications and thus 
reduce the final price of 
products. 

In-Stat, a US market 
research company, predicts a 
bright future for all types of 
DSPs: it expects the pro- 
grammable DSP market to 
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reach $9bn by 2001. It is 
becoming difficult to track 
DSPs because they are 
increasingly found as a com- 
ponent of other chips and 
could be counted in micro- 
processor, microcontroller 
and custom chips, says In- 
Stat. 

Intel, which leads the 
microprocessor market, is 
Increasingly adding DSP 
functions to its microproces- 
sors through its MMX tech- 
nology. This allows Intel 
microprocessors to act as 
expensive DSPs in process- 
ing functions such as digital 
audio and video. These func- 
tions could be carried out by 
including a DSP chip that 
costs a fraction of a Pentium 
microprocessor, but Intel has 
been keen to encourage third 
party developers to use soft- 
ware based DSP processing 
using its microprocessors. 

"It is possible to run a soft- 
ware modem, for example, 
on a Pentium-based PC. but 
that will take up a signifi- 
cant proportion of the sys- 
tem's processing resources 
and will slow down the sys- 
tem if users are running sev- 
eral applications,” points out 
Mr Strauss. 

Intel has used a Pentium- 
based PC to run DVD-based 
digital video in software 
rather than using special 
DSP-based chips, but - so far 
- the Intel approach has pro- 
duced Jerky images, some- 
thing which will be 
improved as Intel produces 
more powerful microproces- 
sors. 

Although wireless commu- 
nications applications are 
the main market for DSPs. 
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Intel, the l oa der of the microprocessor market, la In c r easi ngly «kBnq DSP functions to its micro p ro cess ors throogh Its MMX technology 


within the next three years 
this will give way to new 
applications in automotive, 
industrial, entertainment 
systems and other consumer 
electronics applications, 
some of which are virtually 
impossible to predict 


Key supplier 


This bright future for 
DSPs has attracted Texas 
Instruments, which has 
developed some of the indus- 
try’s most powerful pro- 
grammable DSP chips. 

“TI is a major supplier, 
along with Lucent Technolo- 
gies. TI performed very 
extensive market research 
and concluded that the PC 
market was pretty much 
locked-up by Intel but there 
was a huge emerging market 
for non-PC based low-cost 
digital electronics devices 
where DSPs wifi be needed,” 
explains Mr Strauss. 

TI expects the DSP market 


and the related mixed-signal/ 
analog chip market will 
grow to more than $50bn 
over the next ten years. This 
growth is similar to the 
growth of the microproces- 
sor market, which is the sin- 
gle largest sector of the chip 
market, the company says. 

"Real-time processing 
capabilities are the key, and 
they are driven by program- 
mable, digital signal process- 
ing solutions,” said TFs chief 
executive. Tom Engibous, 
speaking at an analyst con- 
ference in San Francisco last 
year. “In the PC micropro- 
cessor world, which is not 
real-time, you watch an 
hourglass while you wait for 
processing.to be done. In the 
DSP world, you get the end 
results without even being 
aware of the processing 
steps. Digital signal process- 
ing is the engine that 
enables tkk real-time di gital 
revolution." 

“We believe the market. 


demand for DSP solutions 
will explode. It’s safe to say 
that if you look ten years 
ahead man y of the "DSP 
applications that will be 
common then haven’t even 
been invented today.” added 
Mr Engibous. 


Strategy 

TI has essentially bet the 
company on DSP and now 
holds about 45 per cent of a 
fast-growing market, accord- 
ing to figures from Data- 
quest, the US market 
research group. TI has more 
than 100 software engineers 
working- on new DSP algo- 
rithms and it has established 
■ a S25m venture capital fund 
which has already made 
investments in small startup 
companies developing key 
DSP technologies. 

The real key to effective 
use of DSPs will be their 
integration into system-on-a- 
. chip type products. These 


wifi combine DSP cores with 
other chip functions, all on 
the same drip. • 

"It is very difficult to build 
such integrated chips," says 
Nathan Brookwood. senior 
chip industry analyst at 
Dataquest. “The reason is 
that debugging and testing 
such chips is difficult and 
time-consuming because you 
have to perform so many dif- 
ferent tests." 

' Despite these challenges, 
TI. Lucent, ’• Motorola, 
National Semiconductor. LSI 
- Logic and others are pushing 
ahead with their system-on- 
a-chip plans. 

Those companies that are 
successful will be able to 
offer powerful ' chips which 
include DSP, microproces- 
sor. memory and logic func- 
tions on a single chip at rela- 
tively low prices. This will 
spark a boom in the manu- 
facture of a wide range of 
low-priced digital consumer 
electronics products. : 


CUSTOMISED CHIPS • By Tom Foremski 




Big prizes but high risks in 
system-on-a-chip projects 


Rising complexity 
brings headaches for 


With a worldwide shortage of highly 
skilled chip designers, companies ^ 

attempting system-on-a-chip projects 
face substantial challenges in terms of A-- 
time and money sjrf 


T hanks to the relentless 
advance of Moore's 
law - named after 
Intel co-founder Gordon 
Moore's observation that the 
number of transistors on a 
chip doubles about every 18 
months - it is now possible 
to shrink entire mother- 
boards containing dozens of 
chips on to a single chip. 

These custom and semi- 
custom chips, sometimes 
referred to as system-on-a- 
chip or application specific 
integrated circuits (Asics) 
represent considerable cost 
savings when manufacturing 
high volumes of an elec- 
tronic device. After all, it is 
simpler to assemble a prod- 
uct with one or two large 
Asics than it is to build and 
test products with several 
dozen chips. 

System-on-a-chip devices 
have been around for some 
time, but now with advanced 
chip production techniques, 
it is possible to build such 
chips with more than 8 mil- 
lion transistors, effectively 
shrinking several boards 
worth of chips into a tiny 
sliver of silicon. And by the 
year 2000, it will theoreti- 
cally be possible to build sys- 


tem-on-a-chip products with 
as many as 1 00 m transistors, 
predicts the US market 
research firm, Dataquest 

Analysts estimate that the 
system-on-a-chip market will 
be worth about $15bn by 
2001 from about $4bn this 
year. The leading suppliers 
in this market include com- 
panies such as IBM. LSI 
Logic, VLSI Technology and 
Lucent Technologies. 

But designing and manu- 
facturing a system-on-a-chip 
is one of the most challeng- 
ing projects facing semicon- 
ductor companies. The rea- 
son is that combining 
different functions on to the 
same chip requires sophisti- 
cated software design tools 
that can also simulate the 
operation of the finished 
chip. 

Manufacturing such chips 
also requires the latest and 
most expensive chip manu- 
facturing equipment and 
then there is the testing of 
the chip, a huge challenge in 
itself. 

On top of this , there are 
the marketing challenges, 
explains chip design consul- 
tant Ron Collett, president of 
Collett International. “Prod- 


i 



ers 


Within 

producers may be 
putting 100m 
transistors on a 
single chip 


M ore than 30 years 
ago when Intel co- 
founder Gordon 
Moore said that ■ chip com- 
plexity - and power - would 
double every two years, his 
assertion was greeted with 
scepticism. But the predic- 
tion was accurate enough to 
become enshrined as one of 
the few genuine Taws’ gov- 
erning computer develop- 
ment. 

Moore’s Law. (see report, 
pages boo and six) .is now. 
accepted as the guiding prin- 
ciple of Increases in chip 
power. The power and com- 
plexity of modem chips such 
as the Intel Pentium Pro - 
with more than 5m transis- 
tors and a processing power 
of more than 100 m instruc- 
tions a second - bears out 
Moore’s prediction.. 

If the law. .continues to 
hold true - as expected - we 
will see 100 million transis-" 
tore on a single chip within 
a decade. 

While this astonishing 
improvement in power has 
brought many benefits in 
the form of more powerful, 
less expensive computers, it 
has also become a growing 
nightmare for chip design- 
ers. The complexity of mod- 
em chip designs demands 
increasingly complex tools 
to both create and test new 
designs. 

“Twenty years ago, the 
designs were relatively sim- 
ple - designers could think 
of the chip as being like a 
circuit board. But now the 
complexity .is so great you. 
have to design a new chip on 
a computer.” says Andrew 
Patterson, technical director 
of Analogy UK, an electronic - 
design automation (EDA) 
specialist. . - 
"Not only is the complex- 
ity so much greater - the 
investment needed to build sr 
new chip is so high, that you 
need to get as much of the 
design as possible sorted out 
before you start producing . 
the chip.” adds Mr Patter- 
son. 

Modelling chips is now so 
complex that designers are* 
having to take .a higher level 
view of the design - just to 
cut the time it takes to. cre- 
ate it. “You • could model 
every transistor -in the cir- . 
cult, but it would take weeks 
to simulate , " he says. “If you 
take a high-level functional 
view, you can cut the simu- 
lation .time .to reasonable lev- ; 
els.” . ...... 

Aldan Kelly, an engineer 
at IBM Micro-electronics in 


Producing a system-on-a-chip is one of the most complex problems facing semrcondcutor companies 
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ucing a system-on-a-chip Is 
extremely complex, expen- 
sive, Hrn fr mnRiiming ' — and 
risky. You need to identify a 
market and a product that 
can be produced in vary high 
volumes to make it work. 
And it is exceedingly diffi- 
cult to determine what will 
be a high-selling product two 
years into the future." 

The big trend toward sys- 
tem -on-a-chip production, 
has led to the creation of the 
Virtual Socket Interface 
(VSI) Alliance. This is an 
attempt to create a market 
for chip designs that can be 
licensed to companies work- 
ing on a system-on-a-chip 
project, so that they can buy 
a disk drive interface compo- 
nent. for example, instead of 
having to design that func- 
tion themselves. This speeds 
up design times and reduces 
the cost of the project. 

The goal of the VSI Alli- 
ance is to develop and pro- 
mote open standard specifi- 
cations related to data 
formats, test methodologies 
and Interfaces, that will 
allow companies to mix and 
match blocks of integrated 
circuit functions, known 
wtthin this context as intel- 
lectual property (IF), from 
many different sources. 

But creating a system-on- 
a-chip from an IP library is 
not as easy at it seems, 
warns Wilf Corrigan, chair- 
man of LSI Logic, one of the 
most successful system-on 
a -chip companies. Speaking 
at the IP Forum conference 
in Japan, last October. Mr 
Corrigan said that LSI has 
consistently underestimated 
the complexity of system-on- 
a-chip designs despite its 
extensive experience in this 

market. He estimates that 
high-end designs have taken 
five times more engineering 
man-hours than first esti- 
mates. 

LSI has produced the mar- 


ket’s most successful sys- 
tem -on-a-chlp product so far, 
providing Sony with the 
Asics for its popular Play 
Station videogame console. 
LSI is also working on chips 
targeting digital cameras 
and digital TV sets. 

The key reason for the dif- 
ficulty in such chip design 
projects it that the chip 
design tools, known as Elec- 
tronic Design Automation 
(Eda) software. Is unable to 
easily handle such large pro- 
jects. With a worldwide 
shortage of highly skilled 
chip designers, companies 
attempting system-on-a-chip 
projects face considerable 
challenges in terms of 
money and time and must 
execute their projects per- 
fectly if they are to succeed 
in their efforts. 

“There has been a design 
gap for some time.” points 
out senior analyst Bryan 
Lewis, head of Dataquest's 
Asic research program. 
“Companies would be able to 
design system-on-a-chip 
products with much higher 
numbers of transistors if 
they had the design tools 
available.” 

Mr Lewis says that efforts 
such as the VSI Alliance wifi 
help redace design costs 
which can run to more than 
$lm for a Fust generation 
derice but it will take a year 
or more before the te chnical 
and legal issues are settled. 

Cadence Design Systems, 
the leading developer of chi p 
design tools. Is working on 
developing the tools that 
system-on-a-chip designers 
need, especially tackling the 
verification issues which test 
to see if a design will work 
as planned. 

“We are at a critical point 
in the evolutionary process 
for realising advanced 
systems in silicon with next- 
generation products. 

“However, the complexity 


of these devices has created 
a massive verification crisis 
that spans across system 
and chip domains." says 
Jack Harding, senior vice 
president of Cadence’s stra- 
tegic business group. 

Cadence has been making 
big investments in new soft- 
ware tools and in chip 
design centres that can help 
companies with their sys- 
tem-on-a-chip projects. It 
recently announced that it 
win open a large chip design 
centre in Scotland that will 
employ as many as 1,900 
staff. 

European chip companies 
such as Philips Semiconduc- 
tors and SGS -Thomson have 
contracted with Cadence to 
provide some of the tools 
they need for their system- 
on-a-chip projects. Philips, 
for example, recently signed 
a $30m deal with Cadence. 

One of the most ambitious 
system-on-a-chip projects 
now under way is National 
Semiconductor’s efforts to 
shrink a powerful PC system 
onto a single chip - see 
National Semiconductor pro- 
file, page II. 

National acquired Cyrix, 
which has a family of Intel 
compatible microprocessors 
and it has also acquired key 
technologies from other com- 
panies. The goal is to be able 
to develop a chip that could 
be used to produce PC based 
devices that would sell for as 
little as $200 and open up a 
potentially huge consumer 
electronics market. 

Even though there are sig- 
nificant challenges ahead, 
system-on-a-chip products 
are being produced that 
push the boundaries of cur- 
rent technology and will 
result in lower prices for a 
wide range of consumer elec- 
tronics devices ranging from 
wireless communications . 
devices to entertainment 
systems and PC-type devices. 



Gordon Moore, chairman e mer it u s of Mob his protect i o ns on chip 
power have proved to be remarkably accurate- . 


Sweden confirms this view: 

. “On. the one hand,, the more 
complex: physical design 
makes- things difficult But 
on the other hand, the sheer 
volume' of things that need 
to be verified in a design 
causes all sorts of problems. 
You have to allow for a tim- 
ing budget and noise budget 
because of the level that you 
are working at. We have 


of object-oriented design 
technology, semiconductor 
production can also- gain 
benefits. 

-‘Engineers are learning to 
re-cycle design components 
so yon can put a - chip 
together with building 
blocks - the same way that 
you would assemble a motor 
car.A- large part of our mar , 
ket is for customers who are 
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been working with out - building application-specific 
industry partners like Syn- integrated circuits (Asic). 


cpsys to enable our design 
tools to cope with the prob- 
lems.” 

- The physical ’layout of 
chips borders on the limits 
of the laws of physics, he 
says. “We are talking about 
four or five layers of metal 
on chip and soou we will be 
measuring the width of the 
linking, ‘wires’ in atoms.” 

.. As if. fiia .complexity' and 
scope of modem chips were 
hot enough, another trend in 
design - towards the Ideal of 
a complete system on a sin- 
gle chip - introduces yet 
more problems for the 
designer. 

■ “If you take.. something 
like 3.1 mobile phone, Che 
trend is to have less and . less 
chips . in. the., device. This 
means you have to combine 
both' digital and. analogue 
'processing L wtthin the same 
chip. So over the last ten 7 
years we have/ had to. build 
tools ...that can simulate 
both," explains Mr Patterson 
of Analogy. .. . • . . 

Th e tre nd- towards ’ com- 
plete systems does, however, 
mean that design engineers. 


They use class libraries of 
circuit designs to build their 
custom chips." Mr Patterson 
explains. . - 

. Asics are chip' templates 
with many of standard func- 
tions built into them. Manu- 
facturers can use them as 
the starting point for a cus- 
tom-built. chip and cut their 
design effort substantially. 
The emergence of , standard 
modelling languages such as 
the US Institute for Elec- 
tronic and Electrical- Engi- 
neering's (IEEE) VHDL will 
help designers . to re-use 
.designs . from -different 
sources more effectively. 

fo-June. the IEEE is -expec- 
ted to publish details of 
extensions to VHDL to 
accommodate -mixed-signal 
chips and bring forward the 
day of the ‘system-on-a-chip.’ 

The world market for 
mixed-signal chip s is grow- 
ing quickly because of the 
demand for devices such as 
scanners and digital cam- 
eras. Europe . ■ represents 
about ,36-40 per cant “but 
ihie Asian market is corning 
up .quickly too," says Mr 


S -advantage of exist-' Patterson. The resuK is that 
tog tried-and-tested circuits, designers will need; to make 


In -the-samia way that soft- 
ware production is being 
revolutionised by re-use of 


«ven greater use tof EDA 
tools as Moore’s Law’s 
relentless vgrosrthsdn- :com- 
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SEMICONDUCTORS: The producers 





are for ever 
new barriers 


Semiconductors 
manufacturers * 
have a long 
history of ‘doing 
the physically, 
impossible* 

M oore's Law, which 
states - to its most 
quoted paraphrase 
- that the number of compo- 
nents that can be packed on 
a computer chip doubles 
every is months, while the 
price stays the same, has 
held true for more thaw so 
year*.* • ; 

The law has remained 
true, thanks largely to inno- 
vations in semiconductor 
fabrication technology, com- 
ments Richard Gordon, 
industry analyst at Data- 
quest. 

Even now, Moore's legend- 
ary law shows no signs of 
being rescinded and in 
spite of challenges — -semi- 
conductor developers are', in 
confident mood.. However, 
the battle to achieve expo- 
nential levels of progress is 
being fought on at least two 
fronts. Firstly, reductions in 
transistor feature size and, 
secondly, increases in the 
silicon^ wafer . size from 
which c^ips are cut. 

State-q^-the-art technology 
is moving from the laborato- 


ries to - fabrication "plants - 
known as 'tabs’ - involving 
investments of billions of 
dollars. 

The first trend, concerns' 
the use of copper instead of 
aluminium for ..chip cir- 
cnitry, and the second the 
switch from 200mm to 
300mm diameter . silicon 
wafers, as the standard. 

The use of copper is led by 
IBM which expects to see 
volume production by the 
turn of the century. The rea- 
son for. switching to. copper 
is that It is a better conduc- 
tor of electricity which not 
only means faster chips, but 
ones'wlth lower power con- 
sumption and better thermal 
performance, important in 
the fastest , growing applica- 
tions sector such as mobile 
phones and PCs. 

• At dimensions of below 
0.20 microns. IBM predicts 
that chips will show between 
30 and 40 per cent better per- 
formance compared to alu- 
minium. But the ability to. 
replace aluminium in this 
way -Is a considerable 
achievement since -in, its 
natural state, the metal is 
absorbed into silicon over 
time, disrupting the func- 
tioning of the chip. 

IBM also predicts it will be 
able to reduce manufactur- 
ing costs by around 20 per 
cent with the introduction of 
copper because of a reduc- 


tion in fixe number of pro- 
cesses required during man- 
ufacture. 

“As a result we are going 
to be able to put more than 
150m transistors on to a 
chip, which represents some- 
thing like the power of 30 
Pentiums is es sential for 
advances In ‘application-spe- 
cific integrated circuits' and 
the move towards the sys- 
tem on a cblp’, M concludes 
Rupert Deighton of IBM 
Microelectronics, Europe. 


T he move to 300mm 
wafers poses daunting; 
if not insurmountable, 
problems. In the mainstream 
semiconductor industry, 
those that ultimately suc- 
ceed are those with the low- 
est die cost. Therefore, 
investment in 300mm wafer 
capability by a semiconduc- 
tor vendor is absolutely 
essential because it allows 
more die per wafer, reducing 
the cost to manufacture a 
single die, explains Richard 
Gordon of OataquesL 
The issues break down 
into three key areas: techni- 
cal readiness, business justi- 
fication and strategic advan- 
tage. . 

On the issue of technical 
readiness, it is not so much 
the high technology which 
presents the toughest chal- 
lenge, such as cross- wafer 
uniformity and stable tem- 


perature profiles, as simply 
transporting the wafers 
around the plant 

Fabs are built from the 
ground up and even the 
smallest miscalculation in 
designing flow lead 
to substantial losses further 
down the line. Most pro- 
cesses are not yet fully auto- 
mated. and moving 300mm 
wafers 1mm thick requires 
answers to basic questions 
on handling, apart from all 
the other issues involved in 
the manufacturing pro- 
cesses, says Didier 
Lamouche, general manager 
at IBM’s new Essonnes fab. 

When it comes to die busi- 
ness justification, it is ques- 
tion of the number of chips 
that can be cut from one 
wafer. More than twice the 
number of chips can be cut 
from a 300mm silicon wafer 
as from a 200mm, with more 
than 250 chips per wafer 
needed to justify using any 
given size- 

On the one hand, this 
implies that iGB D-Ram 
chips win need to be pro- 
duced from the larger size of 
substrate, but an the other 
hand it means that the vol- 
ume of chips needs to be 
high to meet the extra costs, 
and would currently only be 
met by D-Ram demands. 

The third issue is the stra- 
tegic one. positioning invest- 
ment in a lab against compe- 



Pioneers of 50 years ago: Or Walter Br itain , left, with Or WSHam Shockley, seated, and Dr John Bardeen, inventors of the transistor at 
Bed Labs In December, 1947. The trio received the Nobel Prize in Physics in 1958 for their discovery of the transistor effect 


titlon. What it comes down 
to is that no-one wants to be 
first with a new production, 
since that would mean 
expensive testing and debug- 
ging which could quickly be 
learnt from others, in what 
is a 'transparent' industry. 

Against this urait is the 
fact that market prices of 
individual devices fall by at 
least 20 to 30 per cent a year, 
a point that bears heavily on 
manufacturing costs, which 
are high 


"Producers need to be 
almost first in order to bene- 
fit from the higher prices in 
the market at that time.” 
says Mr Lamouche. “But to 
be the very first is high risk. 
The ‘decision window' is 
very narrow." 

The first volume 300mm 
manufacturing is expected in 
the next four or five years. 

Looking to future techni- 
cal hurdles facing the indus- 
try. one that will appear 
within about five years is 


tbe 0.1 micron limitations of 
today's photo-lithography. 
The industry is now evaluat- 
ing alternative methods of 
patterning wafers, such as 
e-beam and x-ray techniques, 
but no clear direction has 
yet come to the fore, 
observes Mr Gordon. 

This is primarily because 
no other technique has been 
able to rival throughput 
rates and technical feasibil- 
ity of optical techniques. But 
the ingenuity of the indus- 



_©v*E5J?€»a^mSari>>r = 

.ornfeci .wis.-!' 


;in a league of Us 
le world's largest 
ter with a mar- 
of more than 
le Silicon Valley 
se produces most 
used 

3bal personal com- 
ry- 

scale of Intel's 
dwarf those of 
i conductor rivals, 
ipany ended .1907 
lual sales of $25Llbn, 
S20.Sbn in 1996. 
profit margtascf 
1 per cent, the com- 
lerates cash at a 
exceeding that of 
rite conmetttcnsu . 
I enables Intel tospend 
heawy -on research- and 
ftpment as- wtifi as on 
and ^eqtdpme n t 
pear, for example, Intel 
research and-deyelbp- 
hudget. of $2.8bn and. 
to spend an additional 
m on new production 
three times that of any 
cwnif qrMl Mrtfip mafrpr 
file dominant mar- 
e af inteTs Pentium 
uniprocessors and the 
1 pace at which the com- 
ly is -pushing forward 
1th new technology devel- 
. it may appear- that 
company's leadership is 
] assailable:- r — - 

Yet changes in: the per- 
computer market , are 
iting new challenges for 
l Intel that might trim, its 
[future growth. In particular, 
the emergence of the“basic 
PC", which sells in the US 
for irruiFrr gx,000, forced 
Intel to rethink its strategy- 
TJntfl now, despite the com- 
plexity, of its products. 
Intel's strategy has been 
simple. The company relent- 
lessly improves upon the 
performance of its micropro- 
cessors so that the .PC 
bought a year ago, or even 
six months ago. is quickly 
overshadowed by new mod- 
els with faster engines. 

With the introduction of 
each new generation of 
microprocessors, Intel would 
drop the prices of older ver- 
sions so that PC prices 
remained quite. stable while 
performance increased rap- 
idly. • 

Microsoft and other soft- 
ware companies have aided 

Intel by developing ever 

more complex programs that 
require the- latest PC hard- 
ware. Then along came, the 
-basic PC" - typically based 
on a less powerful micropro- 
cessor from one of Intel's 
rivals. At first, Intel dis- 
missed the significance of 
this new competition. "Who 


A Silicon Valley powerhouse 


With the largest chdjpmakers in Japan 
and Korea now struggling with 
economic turmoil, there are few 
companies that could seriously 
challenge Inters dominant role in the 
world's semiconductor industry 



_ total has reaHgmd 8s product groups to reflect a naw strategy to 
‘embrace aO segments' of the computer market, says Andrew 
Grove, c ha irman and chief executive 


Intel's productivity ramp 
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would want a less capable 
PC?” Intel asked, rhetori- 
cally. But the price was right 
and millions of buyers 
flocked to purchase the bar- 
gain PCs. Last year an esti- 
mated 25 per. cent of per- 


sonal computers sold in the 
US were in the under-^1,000 
price category. The growth 
of this new market segment 
caught Intel by surprise, for- 
cing the company to reassess 
the situation. Intel could 
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offer its older microproces- 
sors for use in these PCs, but 
that would put a dent in tbe 
company's vaunted profit 
margins. Instead, the com- 
pany recently announced 
plans to develop micropro- 
cessors specifically designed 
for use in lower-priced PCs. 

In November, Intel 
realigned its product groups 
to reflect the new strategy. 
Intel would “embrace all seg- 
ments" of the computer mar- 
ket, said Andrew Grove, 
chairman and chief execu- 
tive. By mid-year it plans to 
offer a version of its latest 
Pentium H microprocessor 
for low end PCs. The com- 
pany will shave the cost of 
its highest performance 
microprocessors by taking 
out costly memory chips 
that accompany the current 
version. This will put the 
Pentium H in the same price 
range as slower chips from 
competitors. 

Intel is also developing 
new “chip sets” - devices 
that work with the micropro- 
cessor - that further reduce 
costs by squeezing tbe func- 
tions of a PC into fewer 
chips. 

Another cost-reducing 
trick iq) Intel's sleeve is to 
switch functions currently 
performed by chips into soft- 
ware that can be run on the 
microprocessor. While this 
increases the workload on 
the central processor, it 
m pa rift that even cheap PCs 
will need Intel's high perfor- 
mance microprocessors. 

Even as Intel shifts gears 
to address the “basic PC" 
market, the company Is also 
aiming to ensure that its 
chips are used In a new gen- 
eration of television set-top 
boxes. These units, which 
are expected to sell for about 
$2004300. will enable cable 
TV viewers to receive digital 
television pictures and inter- 
net services and they repre- 
sent a potentially huge new 
market. 

While lower-cost PCs and 
set-top boxes may boost 
Intel's ides, analysts predict 
that the company’s profit 
margins will decline as it 
moves into these very cost- 
sensitive markets. 

However, Intel plans to 
compensate for this shift by 
expanding Its sales of very 
high performance chips with 
much fatter profit margins. 

.' ' Already, Intel’s Pentium D 
chips are being used in com- 
puter workstations and in 
multi-processor servers. In 
the workstation market, 
computers based on Intel 
chips and running Micro- 
soft's Windows NT operating 
system are displacing those 
with proprietary technolo- 
gies and the Unfit operating 
system. 

Intel has also made signifi- 
cant inroads in the server 
market. Last year, the 
majority of servers selling 
fra- under $25,000 were pow- 
ered by Intel microproces- 
sors. 

In 1990, Intel will launch a 
new generation of micropro- 
cessors, code-named Merced, 
that will be aimed at higher 
end servers. Hewlett-Pack- 
ard, the second largest US 
computer company, is collab- 


orating with Intel in the 
development of Merced and 
plans to base its future prod- 
ucts on the Intel chips. 

Several other computer 
manufacturers, including 
Digital Equipment, also see 
Merced playing an important 
role in their future products. 

By 2001, Merced vrill 
enable Intel to achieve a 41 
per cent share of the market 
for microprocessors used in 
high end computers, ana- 


lysts at Internationa] Data 
Corporation, a market 
research group, predict. 

This would establish Intel 
chips as the dominant stan- 
dard for servers and make 
Intel the top "engine 
builder" for the entire com- 
puter industry; a role that 
no other chipmaker can even 
aspire to. 

With the largest chip- 
makers in Japan and Korea 
struggling with economic 


turmoil, there are few com- 
panies that could seriously 
challenge Intel's role- Even if 
another chipmaker came up 
with a better microprocessor 
design, none has the produc- 
tion capacity to match Intel. 

However. Intel's growing 
dominance in the micropro- 
cessor market could make it 
more vulnerable to antitrust 
challenges, such as those 
currently facing Microsoft. 
Already, Intel is under inves- 


iry. to say nothing of the 
vast sums it absorbs, has 
risen to the challenge in tbe 
past, even amidst claims 
that it is not physically pos- 
sible. And it seems likely 
that it will do so again. 

*Dr Cordon Moore, chair- 
man emeritus of Intel Corpo- 
ration, is the originator of the 
Moore’s law. named after 
him in 1965. Essentially, the 
laic implies that computer 
power per dollar doubles 
every IS months. 


tigation by the Federal 
Trade Commission, although 
it appears unlikely that the 
company will be charged 
with any wrongdoing. 

Still, to achieve its “Intel 
inside everything" goal, Intel 
must produce a flawless 
Merced, with none of the 
bugs that plagued its origi- 
nal Pentium chips. The com- 
pany may also have to 
weather a year or so of slim- 
mer profits as it addresses 
the immediate need for low- 
er-priced chips to service the 
"basic PC' and TV set-top 
box markets before Merced 
profits emerge. 
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THE SEMICONDUCTOR INDUSTRY^ Market segments 


THE ASIAN DOWNTURN • By Michiyo Nakamoto in Tokyo 


Nervous year ahead for 
Japanese producers 


For most of Japan’s semiconductor 
manufacturers, which depend heavily on 
memory chips for profits, the impact of the 
market downturn has been serious 


W hen Mitsubishi Electric 
announced that it 
would halt fabrication 
of 4-megabit dynamic random 
access memory chips in the ITS. 
the news highlighted the difficul- 
ties Japanese semiconductor 
makers fare amid the downturn 
in the market. 

For a company belonging to 
the powerful Mitsubishi group, 
and one that prides itself as one 
of Japan’s five leading semicon- 
ductor makers the decision to 
close the 4-megabit line would 
have been a painful one. 

But the situation in the semi- 
conductor memory chip market 
has become such that only the 
strongest can survive. Analysts 
note that Mitsubishi's decision 
was inevitable, given that the 
company does not have the econ- 
omies of scale to compete with 
the likes of NEC and Toshiba. 

With prices of D-Rams down 
sharply over the past few years 
and demand from their leading 
customers also slowing. Mitsubi- 
shi is not alone in feeling the 


heat 

The price of 16-hit megabit 
D-Rams. for example, has 
plunged about 60 per cent in the 
past 12 months. For most of 
Japan's semiconductor manufac- 
turers, which depend heavily on 
memory chips for profits, the 
impact of the market downturn 
has been devastating. PC ship- 
ments in Japan fell nearly S per 
cent in the first half of this year, 
affecting demand for semiconduc- 
tors. 

In this environment, all of the 
top five semiconductor manufac- 
turers. with the sole exception of 
NEC, are expected to post losses 
in their semiconductor busi- 
nesses this year for the second 
year r unnin g. 

The total recorded losses of 
Japan’s five largest semiconduc- 
tor manufacturers are estimated 
to reach Y29bn, according to 
Noriko Oki. industry analyst at 
Morgan Stanley Dean Witter in 
Tokyo. If an accounting change 
at Mitsubishi Electric is not 
included, the losses would be as 


much as Y50bn to Y55bn. she 
notes. 

Mitsubishi Electric admits that 
its losses could be larger than the 
forecast consolidated net loss of 
YlObn for the year. Analysts note 
that other companies ore likely 
to come out with revisions as the 
year-end approaches. 

In a bid to ameliorate the 
impact of cyclical sharp price 
declines in the D-Ram market 
and cut their losses, companies 
are racing ahead to develop more 
advanced products. 

After efforts to differentiate 
themselves from competitors in 
South Korea and Taiwan by shift- 
ing to 16-megabit technology 
proved futile, Japanese semicon- 
ductor makers have beeD rapidly 
expanding output of more 
advanced 64-megabit chips. 

I n the production of 64-mega- 
bit chips, the leading Japa- 
nese companies have been 
able to jump ahead of other, 
so-called second-tier companies, 
notes Yoshiharu Izumi. industry 
analyst at UBS Securities in 
Japan. “In 64-megabit D-Rams 
and other advanced products. 
Japanese companies have taken 
the lead and the gap is still 
wide." he says. 
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Meanwhile, in an on-going pro- 
gramme to reduce their depen- 
dence on memory chips, which 
still account for a sizeable pro- 
portion of their profits. Japanese 
companies are beefing up their 
non-memory operations. 

NEC’s expected ability to buck 
the trend this year and report a 
profit in its semiconductor busi- 
ness. rests on its loner reliance 
on memory chips, notes Mr 
Izumi. “The difference between 
companies that will be able to 
make a profit and those that will 
make a loss depends on whether 
or not they make profits in non- 
memorv products.” he points out 

NEC, which is the second larg- 
est semiconductor producer in 
the world, after Intel of the US. 
has profitable businesses in non- 
memory products such as analog 
and discrete as well as memory- 
embedded processors used in PC 
peripherals, video games and 
mobile phones. 

In its bid to expand its non- 
memory businesses. NEC 
recently agreed a wide-ranging 
tie-up with Philips, the Dutch 
company, to develop micropro- 
cessor used in consumer and 
communications applications. 
The market is expected to grow 
on the back of the increasing 



Samsung of Korea offers chip foundry facilities to ‘fab-less’ design houses with no internal production capabiftlas 


sophistication of consumer prod- 
ucts and communications equip- 
ment. says NEC. which has a 
leading 40 per rent share of the 
combined 32-bit and 64-bit 
Reduced Instruction Set Com- 
puter (Rise) processor market, 
according to industry estimates. 

Hitachi has also linked up with 
SGS-Thomson Microelectronics 
in the microprocessor field where 
it claims its SuperH architecture 
is the market leader in the 32-bit 
Rise market 

The market Cor such products 
is likely to grow from about 20 
per cent of the leading Japanese 
companies’ revenues from semi- 
conductors to more than 50 per 
cent within 3 years or so. Mr 
Izumi believes. In the meantime, 
however, until the D-Ram market 


picks up, the' Japanese industry 
is likely to suffer a nervous year 
ahead. With Korean companies 
expected to cut back on invest- 
ment due to the impact of their 
currency crisis, -analysts believe 
supply will tighten again to sup- 
port prices. But it will take about 
a year for the impact of Korean 
cut-backs to be felt. As a result, 
Japanese companies are. on the 
whole, unlikely to be able to 
make profits on semiconductors 
in the next financial year begin- 
ning April. Mr Izumi believes. At 
best, with the help of more stable 
prices, they will be able to cut 
back their losses, he says. 

Given the difficulties they face 
in their main memory market, it 
is not surprising that Japanese 
companies have become more 


eager to try to wrest what profits 
they can from royalty payments. 

Just as US companies, most 
notably Texas Instruments, took 
many a Japanese semiconductor 
company to court over alleged 
patent infringement, a growing 
number of Japanese companies 
are showing a greater willingness 
to takp legal action against those 
they believe have infringed their 
royalty rights. 

NEC has taken Hyundai Elec- 
tronics to court in the US over 
alleged infringement of its D-Ram 
manufacturing technology 
patents. Mitsubishi Electric and 
Fujitsu, meanwhile, have taken 
legal action against Samsung, 
which they cl aim infringed their 
patents related to memory prod-. 


TAIWAN • By Laura Tyson in Taipei 


EUROPEAN CHIP MANUFACTURERS • By Paul Tayior 


Hub for chip foundries 


The growth in Taiwan’s chip testing 
and packaging market is expected to 
outpace the foundry sector this year 


T he growing trend of 
outsourcing in the 
microchip industry is 
benefiting Taiwanese 
chip-makers despite fears of 
competition from 
neighbouring countries 
troubled by the Asian 
financial crisis. 

Taiwan’s strength lies in 
foundry chip-making, those 
chip plants - or Tabs’ in 
industry parlance - that 
produce integrated circuits 
according to the blueprints 
provided by Tab-less' design 
houses that have no internal 
manufacturing capability. 

With nearly a 45 per cent 
combined market share, 
Taiwan is now the world's 
leading location for 
dedicated foundry chip 
manufacturing. An industry 
pioneer, Taiwan Semi- 
conductor Manufacturing, 
best-known as TSMC, leads 
the way with a 24 per cent 
forecast for world market 
share this year. And upstart 
United Microelectronics 
fUMC) is not far behind with 
a 20 per cent share, 
according to estimates by 
the securities house. 
BZW-CSFB. 

Taiwan's foundry sector 
was quite strong last year 
and should do well this 
year, too, although orders 
from US design houses have 
slowed somewhat due to 
uncertainty over Asia's 
financial meltdown, says 
Lin Chi-tnng, an electronics 
analyst at SBC Warburg. 

The crisis has only lightly 
buffeted Taiwan but caution 
is prevailing as concerns 
over the impact on the US 
market grow. Nonetheless, 
TSMC is still running at full 
capacity and UMC is at 
nearly full capacity. The 


impetus behind the 
spectacular success of 
Taiwan’s foundry segment 
over the last decade is the 
rising costs - and inherent 
risks - of the chip industry. 

The industry’s leading 
integrated chip-makers - 
those that both design and 
manufacture chips, called 
integrated device 
manufacturers or EDMs - 
are finding the costs of 
investing in new plants 
needed to upgrade 
technology and remain 


competitive are increasingly 
prohibitive in views of the 
risks. 

Until recently, the 
industry standard for a 
silicon wafer - the raw 
material for chips - was 
8-inches in diameter. The 
cost to bnild snch a fab was 
about USS1.3bn. Now the 
industry standard is 12-inch 
wafers, for which a new fab 
costs S3.5bn. 

Due to the chip industry’s 
punishing boom-and-bust 
cycles for which it is 
notorious, there is a big risk 
that during the 18 months 


needed to build a fab, 
market conditions may have 
changed, rendering the 
product - and the plant - 
obsolete. For this reason, 

ID Ms such as Intel, 

Motorola and AMD, all US 
concerns, are increasingly 
reliant on outsourcing to 
Taiwanese chip-makers. 

Outside of Taiwan, the 
only successful foundry is 
Singapore-based Chartered, 
with a 3-1 per cent market 
share. Standard's prices are 
lower but it cannot match 
the Taiwanese foundries in 
the crucial “yield” factor - 
the percentage of usable 
wafers. 

Other chip-makers, such 


as Korea’s Samsung, offer 
foundry services on a 
part-time basis. But because 
they need to produce their 
own chips, they cannot be 
relied upon to have 
production capacity to spare 
daring peak periods. Thus, 
the fabless design houses 
prefer to turn to dedicated 
foundries such as TSMC and 
UMC despite the price 
premium, which has 
widened following the 
depreciation tn the South 
Korean won. 

“TSMC and UMC can 
always get the best clients 


even if the market is in an 
over-supply situation,” says 
Andrew Ln, an electronics 
analyst at BZW-CSFB. 

These two companies will 
continue to be successful 
because the barriers to 
entry in chipmaking are 
high. Not only is it a 
capital-intensive field, but 
the technical and quality 
standards are extremely 
rigouroos. Extensive 
experience in running the 
fab is needed to win the 
necessary customer-base 
and a reputation for quality. 
Taiwan's wafer packaging 
and testing industry - 
known as the “baek-ind” 
part of the chip business - 
is growing very fast. These 
companies take the silicon 
wafer, on which the chip 
circuitry has been 
implanted, cat it up into 
individual chips and 
package them. 

This service is also 
benefiting from the 
outsourcing trend, and 
nowhere more so than in 
Taiwan, where it is helped 
by the growing foundry 
business. Unlike the 
chip-makers themselves, the 
business of the tester/ 
packager is dependent only 
on volnme. rather than on 
volatile swings in price due 
to supply and demand. 

Growth in Taiwan’s 
testing and packaging 
sector, whose biggest 
service providers are A5E 
and Slliconware, is expected 
to outpace growth in the 
foundry segment because 
the market share Is still 
relatively low. Often, the 
ID Ms outsource under a 
turn-key operation, in which 
the foundries and the 
packaging and testing 
company co-operate to 
produce the final product. 


□ Taiwan's production of 
D-Ram chips: see page 7 


Taiwan semiconductor equtpmo 


Investment (5 billion} 
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A remarkable turnaround 


Semiconductor 
sales in Europe 
are projected to 
grow to $33.5bn 
this year 

I n the early 1990s. most 
semiconductor industry 
watchers were ready to 
write off the indigenous 
European industry. Europe's 
leading semiconductor man- 
ufacturers were loosing 
money and seemed destined 
to slip ever further behind 
their US and far eastern 
rivals in terms of both tech- 
nology and competitiveness. • 
But over the past five 
years there has been a 
remarkable turnaround - 
“the European industry has 
been revitalised," says 
Ulrich Schumacher, chief 
executive of Siemens Semi- 
conductors. “We have closed 
the gap in terms of technol- 
ogy. We now can produce at 
as low cost as the Koreans 
can.” 

Walter Roessger, vice pres- 
ident of Semiconductors 
Equipment and Markets 
International (Semi) in 
charge of the trade associa- 
tion's European operations. 
Is somewhat more cautions, 
but he agrees "there is more 
light in the tunnel in 
Europe.” 

This more positive outlook 
is also reflected in the per- 
formance of Europe’s semi- 
conductor equipment manu- 
factures which Include 
companies such as Nether- 
lands-based ASM Lithogra- 
phy, a leading producer of 
the photolithographic equip- 
ment used by semiconductor 
manufacturers. 

Although Europe slipped 
behind the US. Japan and 
the Asia pacific region in 
terms of its share of the 
global semiconductor market 
last year, according to the 


the Electronic Times Global 
Semiconductor Market 
Report, year-on-year sales 
continued to grow. 

Europe accounted for. 
$28.6bn or 20.1 per cent of 
the $i42bn world market last 
year, according to the report. 
Semiconductor sales in 
Europe are projected to grow 
to $33.5bn this year and 
*47.9bn in 2000. 

Roland Andersson, 
National Semiconductor’s 
general manager for Europe, 
says the European market 
for semiconductors has been 
driven by mobile communi- 
cations - both wireless 
handsets and network infra- 
structure - and the need for 
higher bandwidth and 
throughput “PC sales have 
also been strong in Europe 
and we believe this will con- 
tinue," he says. 

The need to be close to 
customers has encouraged 
leading semiconductor man- 
ufacturers and service com- 
panies to site both manufac- 
turing and research and 
development activities in 
Europe and in Britain, ln 
particular. 

Aside from a wave of 
inward investment by both 
US and Asian/Pacific semi- 
conductor groups including 
Intel, Motorola, Texas Instru- 
ments, Fujitsu and Hitachi, 
Cadence, the . semiconductor 
design and tools group, has 
announced plans far a new 
collaborative research and 
development center to focus 
on ‘system-on-a-chip’ prod- 
ucts in Scotland. 

"The market for both 
design services and tools in 
Europe is very robust.” says 
Jack Hardy. Cadence's new 
chief executive. Scotland's 
streamlined legal system 
and the relative ease of nego- 
tiating the type of licensing 
deals which system-on-a-chip 
products are expected to 
require, were important fac- 


tors in deciding to site the 
facility there, said Mr Hard- 
ing. 

“At the end of the day. our 
customers just want to get 
their products to market, 
they don’t care if its devel- 
oped -in San Jose or Scot- 
land,” he said. 

“Despite the market con- 
cerns (reflecting economic 
problems in Asia), the Euro- 
pean semiconductor compa- 
nies remain positive on the 
long-term outlook .for the 
industry and are focusing on 
new product developments 
and partnerships.” noted 
Morgan Stanley Dean Witter 
analysts, recently. 

For Philips and SGS- 
Thomson, two of Europe's 
leading semiconductor man- 
ufacturers with estimated 
chip sales last year of 

( Producers are 
confident 
about the 
long-term 
outlook 

$4.28bn and $4.7bn respec- 
tively. the analysts note that 
the focus on new products 
appears to be on multimedia 
and digital consumer appli- 
cations such as set-top 
boxes. This. is highlig hted by 
Philips' recently announced 
co-development partnership 
with Japan’s NEC. under 
which the two companies 
will develop integrated chips 
mainly for consumer appli- 
cations. 

Separately SGS-Thomson 
- the Fran co-Italian chip 
maker which has staged a 
dramatic turnaround under 
Pasquale Pistorio, chief exec- 
utive - announced an agree- 
ment in December with 
Hitachi to jointly develop 
Integrated semiconductors 


for the consumer electronics 
market ' ; 

In both cases - , pie Japa- 
nese partners will contribute 
their 64-bit processor core 
technology while, n the case 
of the SGS-Thomsm partner- 
ship, the Europear company 
will provide- its lndw-how 
from its strengti in the 
micro-controllers used.. ; in- 
hard disk drives, set- 'top 
boxes and pn gpnPTnari^gt> . 
meat . 

“In the light of tfase part- 
nerships, the coupetitive 
landscape is changig." say 
the analysts. “It setns like 
the D-Ram manufacturers in 
Asia are .frying to.izqatfeq - 
out iDto new areas partly 
through these types T part- ’ 
nerships. \ 

“SGS-Thomson '-still 
believes it has consiarable 
advantages over the axnpe- 
tition especially as; the 
industry moves to uore' 
systems on a chip solUons, 
Similarly. Philips is fo oting - 
more on integrated -.hip 
solutions and expect;' to 
leverage its strength irum- 
sinner applications suclas 
digital TV.” 

Meanwhile. Siemens, he 
other main European sed- 
cond actor manufacturer ad 
a leader in areas such? 
telecom chips and soil- 
cards, has been investor 
heavily and building its ow 
string of partnerships wit - 
Toshiba. International Bus 
ness Machines and MotoroU 
- partnerships which Mi 
Schumacher says indicate 
that the group, “is now on a 
par with the leaders in Dram 
production and getting to 
the same point in terms of 
logic” 

Last year, the group, 
which had estimated chip 
sales of. $3.3bn last year* 
according to VLSI Research, 
spent about $i.7Sbn on- 
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Now that National Semiconductor 
has acquired Cyrix, the PC 
chip-maker, the company has bold 
plans to put a whole PC on a chip* 


potential' of Cyrix deal 


B rian Halla appears to 
be a happy man these 
days. The 51-year-old 
chairman of the board, presi- 
dent and chief executive offi- 
cer of National Semiconduc- 
tor Corporation believes that 
he is one step ahead of the 
competition after puliing off 
a series of big acquisitions 
over the past 18 months. 

Mr Malta says that, as a 
result Of these anqutgjt-irmg 
his company, which enjoyed 
revenues of $2.5bn last year, 
is now better able to take 
full advantage of what lie 
suggests will be a vast mar- 
ket for computes* processors 
that o ff er a complete “sys- 
tem on a chip". 

Particularly vital to his 
strategy is National Semi- 
conductor’s acquisition last 
year of the personal com- . 
puter chip-maker, Cyrix Cor- 
poration. This purchase h»m 
given National Semiconduc- 
tor a strong chance to better 
compete against Mr Halla’s 
former employer and current 
arch-rival. Intel Corporation. 

The latest evidence of this 
improved competitive posi- 
tion came in the middle of 
last month when the com- 
pany announced that it had. 
successfully produced Cyrix 
6x86MX processors on 0.25 
micron process technology 
at a pilot manufacturing 


facility in Santa Clara. Calif- 
ornia. Simply put, it . means 
that National Semic ond uc tor 
is now positioned, to begin 
manufacturing ‘state of the 
art’ Intel-compatible com-, 
puter processors this stun- . 
mer which, it says, will offer 
performance comparable to 
Intel’s Pentium n flagship 
product - - 

While Cyrix has been prod- 
ucing Intel-compatible chips 
for years, it has always been 
hampered by the fact that it 
did not own its own chip 
manufacturing plants. This 
limited the speed with which 
new processors could be 
brought to market as Cyrix 
needed to book, capacity at 
the chip “foundries” of other 
semiconductor makers, and 
it also limited to the amount 
of proprietary design that 
could be carried out, since 
Cyrix had to design products 
it was sure other foundries 
could manufacture on its 
behalf. 

Now that Cyrix is owned 
by National Semiconductor, 
which can provide it with 
“home-grown” manufactur- 
ing capacity to complement 
existing foundry agreements 
with key producers such as 
IBM Microelectronics, a 
much more aggressive 
stance on both performance 
and ‘time-toinaiket’ can be 


taken by the company. 

National says it expects to 
continue its foundry agree- 
ment with IBM Microelec- 
tronics, which is currently 
making this Cyrix product 
In addition, tine company 
. says it also has agreements 
with foundries In Asia to 
make 6x86 MX chips. The 
company suggests that avail- 
able capacity for the Cyrix 
processor is expected to be 
well in excess of 10m units 
in 1998. . 

And by using this 0.25 
micron design, the company 
says it has achieved a big 
breakthrough over previous 
technologies, reducing the 
chip size from 150 sq. mm to 
88 sq mm. (A micron is 
about 1 /25,000th of an inch, 
making the circuits on this 
design about 200 times 
smaller than the width of a 
human hair). 

Smaller Tine, widths* on 
the circuits should allow 
National Semiconductor to 
increase revenues by squeez- 
ing more chips on to every 
silicon wafer produced. 

According to Mr Halla. 
even the company’s Cyrix 
6x86MX chip has given it a 
real edge in the market for 
low-cost personal computers. 
Recent industry figures sug- 
gest that about 40 per cent of 
the desktop PCs sold in the 
US in the final quarter were 
in the under-41,000 price cat- 
egory - yielding a growing 
market opportunity for Mr 
Halla 

“The architectural design. 


compact size, and low power 
consumption of the 6x86MX 
chip make it ideal for the 
rapidly-growing sub-81,000 
and $1,500 mid-range desktop 
PC marketplaces.” he says. 
The longer-term opportunity 
is for devices that go well 
beyond today's standard pro- 
cessors and include every- 
thing from sound functions 

Man at the top 
at National 
Semiconductor 

P Brian Halla, 51, chairman, 
president and chief executive. 
Before joining National last 
May, he was executive vice 
president of the product 
group at LSI Logic, 
responsible for the company's 
Asic business, plus its 
portfolio for selected vertical 
markets, including networking, 
telecoms, digital video and 
computer system logic. 

P Prior to joining LSI Logic, 
he was director of marketing 
for the Microcomputer Group 
at Intel. Mr Halla holds a 
BSEE degree from the 
University of Nebraska 

to sound to optimisation for 
playing downloaded videos, 
be suggests. 

Many of these functions 
are already included In the 
Cyrix processors that have 
been quietly seizing market 
share from Intel in the 
onder-$l,000 home and small 
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ii makes headway 
handheld market 


Intel's aggressive 
competitors seek 
newways.to 
make inroads into 
the chip market 
on the basis of . 
price and speed 1 


W hile everyone “InteJInside" logo. \ 

knows that the per- Casio’s" Cassiopeia newly- 
sonal computer introduced A-20 Windows CE 
industry is one of the hugest 2.0-based handheld system, 
users of semiconductors, it is announced at the trade 
nevertheless . surprising io show, was able to boost per- 
discover the sheer variety of formance by using the. 
chip -companies supplying hewer, faster 80 Mbz. version 
the PC industry. of the Hitachi SH-3 CPU. 

For many years, the cam- And that power will increas- 
monly accepted wisdom was ingly be in demand as hand 
that the computer chip held systems are espectedto 
industry was a- fairly be able to cope with every- 
straightforward business: thing - .from the -se n ding of 
Intel dominated on the pro- e-mail messages to World 
cessor side while a few Far Wide web browsing to the 
Eastern and Ame rican com- display of marketing presen- 
panies accounted for much tattoos, 
of the Random Access Mem- Still, there is absolutely no 
ory (Ram) supply, together indication that Intel is losing 
with a handful of specialist any sleep - or money - over 
firms which supplied both this trend. A report last 
digital signal processors month from US market 
(DSPs) and custom chips. ' ■ • research firm Dataquest 
However, over the past suggested that, if anything, 
couple of years, that broadly Intel was the biggest engine 
accurate picture has started firing the growth erf the PC 
to cfting* While Intel stfll industry’s semiconductor 
dominates in the PC proces- use. 
sor business, there are sec- Although the company 
tors of even that market was still making its final 
where competitors have tally of 1997 sales. Data- 
begun to rnave inroads an quest’s , worldwide semican- 
the of price competi- ductor research o perat ions 
tiveness, speed or voltage director Rob Bohn estimated 
consumption. that the worldwide semicon- 

A key area in this regard ductor market will reach 
hoc been the handheld com- $i50bn for 1997. Intel 
puter market, where the remained the market leader 
market leader. Intel, lags as it enjoyed semiconductor 
behind a number of other revenue in excess of $21bn 
more aggressive players. The and growth of 18 per cent, 
semiconductor division of “Led. by microprocessors, 
Japanese electronics giant ‘Intel grew ’Its semicomlpctor : 
Hitachi for example, • has -revenue -by nearly 20 per 
enjoyed conskterable success cent dnring_the year, which 
in selling its SH-3^ processor is strong performance m-face. 
far use in handheld comput- of major inventory adjust- - 
ere, based on the Microsoft merits. by PC original eqrnp- 
Windows CE operating sys- ment manufacturers, he 

tem. • says - 

A number of new systems 

based on the latest Windows StTOIlC demand 
CE 2.0 version of the operat . ■ . 

inp system were announced 

at the Fall Comdex 97 trade . ■ 

show in Las' Vegas, late last ." Another big area of PG 
year Manv of them - indud- semiconductor demand lies 
tagmodete fixjm CaskvCom? to Random Access Memory 
nan Hewlett-Packard and;of (Ram) chips. . . 

roroeffitschi itedf- used As users of the Microsoft 
tbeHitacbl “reduced iustruc- Windows operating system 


tfian set" (Rise) processor. 

• In fact- Intel's low-power 
versions of its desktop pro- 
' cessors were amongst the 
latest entrants into the Win- 
dows GE specification. Mean- 
while, many' computer mak- 
ers appear:: to . relish the 
opportunity to .offer .Win- 
dows-based handheld . com- 
puters that do not bear the 
“InteJInside" logo. . 

Casio’s' Cassiopeia newly- 
introduced A-20 Windows CE 
2.0-based handheld system, 
announced at the trade 
show, was able to boost per- 
formance by. using the 
newer, faster 80 Mbz .version 
of the Hitachi SH-3 CPU. 
And that power will increas- 
ingly be in demand as b a nd 
held systems are espectedto 
be able to cope with every- 
thing - from the -sending of 
e-mail messages to World 
Wide web browsing to the 
display of marketing presen- 
tations. ' 

Still, there is absolutely no 
indication that Intel is losing 
any sleep - or money - over 
this trend. A report last 
month from US market 
research firm Dataquest 
suggested that, if anything, 
Intel was the biggest engine 
firing the growth of the PC 
industry’s semiconductor 
use. 

Although the company 
was still making its final 
tally of 1997 sales. Data- 
quest’s worldwide semicon- 
ductor research operations 
director Rob Bohn estimated 
that the worldwide semicon- 
ductor market will reach 
$l50bn for 1997- Intel 
remain ed the market leader 
as It enjoyed semiconductor 
revenue in excess of $21bn 

and growth of 18 per. cent. . 

-•“Led by microprocessors, 

' Intel grew its semiconductor ; 
revenue by nearly 20 per 

sprit ihning the year, which 
is strong performance in-face, 
of mrijor inventory, adjust- 
merits , by PC original equip- 
ment manufacturers,” he 
-says. 

Strong demand 


. have upgraded to Windows 
95 and Windows NT over the 
past year or two, demand for 
add-on Ram has been strong. 

Supply and competition, 
however, has been so plenti- 
ful that Ram prices have 
remained low compared to 
what they were a couple of 
years ago. 


Impact 


• Another big area of PG 
semiconductor demand lies 
to Random Access Memory 
(Ram) chips. 

As users of the Microsoft 
Wmdow9 operating system 


-The downturn in some 
Asian economies also had an cc 
impact in this area. "The a 
weakening of currencies o* 
such as the Korean won and st 
Japanese yen against the US a< 
dollar . . . exacerbated low- pi 
memory IC ' pricing," bi 
suggested Mr Bohn. “This bi 
meant another year of reve- cl 
nue decline or no growth for P 
a host of memory-dependent ir 
companies, as measured in 
dollars." ei 

This was particularly true al 
for companies such as T 
Hitachi, which Mr Bohn says oj 
declined to semiconductor F 
revenues by almost 20 per J t 
cent to 1997. Hitachi, in spite 
of winning new business •» 
such as the supply of proces- A * 
sms in many new makes of 
Windows CE handheld com- pi 
puters, also saw a drop in its a 
Dataquest semiconductor a: 
top 10’ rating from world's IE 
fourth largest to world's Is 
sixth largest semiconductor m 
maker. ai 

There has also been the cc 
issue of maintaining the si 
right kind of price relation- ac 
ship between computer ci 
upgrades and computer w 
replacement. Prices of new N 
and more powerful desktop et 
computers have continued to y < 
fan - dropping to an entry cc 
level ' of around $1,000 
(.including computer display) bi 
at the end of -1997. . ai 

Thus, the idea of spending n< 
more than $500 to upgrade of 
Ram (or anything else) on an ul 
old. system has been less in 
attractive to consumers. in 
Stilt demand for Ram by it 
manufacturers remains sj 
healthy' as the base, level of re 
Ram needed in basic systems Ei 
shifts from ISMb in most cc 
1997 machines to 32Mb to cc 
most of the new computers Ci 
being released in 1998. sy 

Thus, Ram has been an te 
"off the shelT semiconduc- . ut 
tor commodity that personal E; 
computer manufacturers fp 
and, to a far less extent, con- Vi 

:: ix -.- *• - .V- : v ‘ - V -—-~i ’ • 
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sumers have been able to 
buy from a variety of Ram 
chipmakers- Meanwhile, the 
market for custom chip sets 
(which add extra features 
and capabilities to desktop 
and notebook PCs) has 
moved in just the opposite 
direction. There are a few 
specialist players in some 
fairly 'niche' markets that 
enjoy fairly high market 
share. 

Take, for example, the suc- 
cess of Canadian graphics 
card company, ATI Technol- 
ogies: it not only produces 
some of the most popular 
add-on graphics cards in the 
personal computer industry, 
but also enjoys a healthy 
business selling custom 
chips and video boards for 
PC manufacturers to include 
in their computers. 

Founded to 1985. ATI 
employs more than 900 staff 
at its headquarters in 
Thornhill, Ontario, with 
offices in the US, Germany. 
France, the UK, Ireland and 
Japan. 

Milestone 

Late last year, the com- 
pany reached something of a 
corporate milestone when it 
announced that October, 
1997, marked the first month 
In which it had shipped a 
million graphics accelerator 
and multimedia boards to 
computer manufacturers, 
system integrators, value 
added resellers and retail 
customers: It followed this 
with financial results in 
November showing that ATI 
enjoyed its third consecutive 
year of greater than 70 per 
cent earnings growth. 

AlTs graphics accelerator 
boards, multimedia cards 
and TV tuner products are 
now featured to the systems 
of a number of leading man- 
ufacturers. Customers 
include Compaq Computer 
in the Presario line; Sony in 
its multimedia VAIO 
systems; Toshiba in the 

recently discontinued 

Equium line of business 
computers; AST to its Bravo 
coiporate systems; Gateway 
Computers in its business 
Systems; and Sun Microsys- 
tems to its corporate prod- 
ucts. to Europe and the Far 
East, ATI boards can be 
found in systems from 
Vlglen and Acer. 


Siemens in landmark agreement 


TSU 


From facing page 7 

capital equipment. ranking 
the German company as the 
third biggest semiconductor 
equipment capital spenders 
after Intel and LG Seraicon, 
according to IC toaights^. 

Some of that spending 
reflected work on 
El.ibn facility on north 
Tyneside in Brtotoj£ pn> 
duce memory prodnetsand 
Aries, vrtth the 
adding research and develop- 
nneratiarV. ... 


Meanwhile, in a la ndmar k 
‘agreement last mouth, -Sie- 
mens announced plans to for 

a joint venture project in 
Dresden with Motorola of 
the US which will utilise the 
next generation of 800mm 
wafer sizes. 

, While the 'big three’ Euro- 
-pean semiconductor compa-- 
nies have stolen most of the 
headlines over the past year, 
other companies among 
Europe’s 20-strong band of 
Chip-makers have also been 
scorlna successes. Among 


them. Advanced Rise 
Machines, the Cambridge- 
based semiconductor design 
group spun* off from Acorn 
to 1990, which lists Apple, 
Acorn. VLSI Technology and 
Nippon Investment and 
F inan ce among Its investors, 
became profitable to 1993. 

“Arm has been a tremen- 
dous success," says Pascal 
Lariglols, vice president of 
•VLSI Technology’s European 
operations. Now the immi- 
nent arrival of digital satel- 
lite and digital terrestrial 


broadcasting promise a far- 
ther boost for companies 
such as Arm. "What comes 
now is being more aggres- 
sive in Asia and elsewhere 
where European companies 
are weak,” says Siemens' Mr 
Schumacher, who also 
argues forcefully that if 
Europe is to capitalise upon 
the rebirth of its semicon- 
ductor industry, national 
governments and the Euro- 
pean Commission, to partic- 
ular, need to accelerate their 
approvals procedures. 


business market used by 
market leaders such as IBM 
and Compaq to some of their 
latest systems. 

He predicts that in the 
near future this "system on 
a chip" will be in huge 
demand as a vital compo- 
nent of a new range of 
"smart appliances” - the 
market for which he sug- 
gests might be at least as big 
at today's desktop PC busi- 
ness. 

The Cyrix acquisition was 
a key part of trying to make 
that dream real and. from 
the time the deal was 
announced last July to when 
it received final approval 
four months later. Mr Halla 
was worried that "someone 
else would see the huge 
potential offered by Cyrix 
and scupper the deal with a 
better offer”. 

He adds: “Timing was so 
perfect that I was so nervous 
right up until the deal closed 
that someone would try and 
steal the deal out from under 
us,” suggesting that 
arch-rival Intel missed the 
boat to not preparing for the 
low-cost computer boom. 
"Intel got caught blindsided 
by the sub-$ 1.000 PC.” 


N ow, he says, the chal- 
lenge is to make the 
most of its new 
resources to stay ahead of 
the competition. “Our goal 
at National is to put a whole 
PC on a chip.” Mr Halla 
adds, explaining that he is 
“very big on setting goals for 


both himself and his staff". 

He wants everyone at 
National to know and under- 
stand exactly where the 
company is beaded. “At my 
first staff meeting, I said I 
wanted to be able to call any 
employee at 2am and ask 
them what the three strate- 
gic imperatives were and 
what the strategy was,” he 
says. 

“There is no question to 
my mind now that every 
employee knows exactly 
what they are. 1 have to tell 
you I haven't asked that 
question at 2am . . . but there 
are an awful lot of employ- 
ees that are ready to be 
called at 2am.” 

Mr Halla’s three strategic 
imperatives for the company 
are to use state-of-the-art 
process technology, achieve 
world class manufacturing, 
and a six-month ‘time-to- 
market’ methodology. 

The goals are as much 
strategic aims for National 
as they are the product of 
lessons learned by Mr Halla 
before takin g up his current 
post- He only joined the com- 
pany in May 1998 after eight 
years with LSI Logic Corpo- 
ration and, previous to that 
post, a number of years with 
National Semiconductor’s 
nemesis. Intel. 

In his first year at 
National, Mr Halla made big 
changes to the company to 
order to focus on his “sys- 
tem-on-a-chip" strategy - 
which was aim ed at building 
on National's strength to 



Kalla - ‘big on setting goals for himself and his staf f 


analog and mixed-signal 
technologies. 

He also worked to revamp 
process technology and man- 
ufacturing and “fast- 
tracked" the opening of a 
new 6-inch wafer facility in 
South Portland. Maine 
which ran its first 0.35- mi- 
cron wafers in May, 1997. 

The plant is designed to 
move quickly to the next 
generation of 0.25-micron 
technology. As another part 
of the corporate revamp. Mr 
Halla orchestrated the sale 
of National’s Fairchild busi- 
nesses for S550m to help 
"increase focus on the 
value-added silicon strat- 
egy". 

In his first year with 


National, he enjoyed four 
successive quarters of 
improvement in revenues, 
gross margin, and profitabil- 
ity - and even overcame a 
historical third-quarter 
downturn in sales. 

As to challenges ahead, Mr 
Halla sounds ever-optimistic 
- particularly as he looks at 
the increasing number of 
devices likely to have a PC 
at their core. Whether it is 
an entertainment centre, an 
on-board system to a car, a 
set-top box being used with a 
television - or some kind of 
PC-based device that has not 
yet been invented - Mr 
Halla believes his “system 
on a chip" will be the pro- 
cessing engine that drives it 


AUTOMOTIVE APPLICATIONS • By Geoffrey Naim 


Vehicles are becoming 
increasingly electronic 


Automotive chips 
have to withstand 
tough conditions 


T he automotive indus- 
try has emerged as 
one of the most prom- 
ising new markets for semi- 
conductor suppliers as car- 
makers use chips io 
Increasing numbers to build 
complex electronic systems 
and sophisticated naviga- 
tion and entertainment 
systems. 

“The automotive sector is 
turning to electronics in a 
very big way,” says James 
Eastlake, vice president of 
European semiconductor 
research at Dataquest the 
industry analyst 
The value of the electron- 
ics in a new car is today 
greater than its steel con- 
tent and growing at around 
20 per cent a year as car- 
makers use electronics to 
add features or conform to 
new safety or pollution leg- 
islation. 

Many functions tradition- 
ally performed by mechani- 
cal or electrical systems are 
now done by electronics. 
Analysts predict high-value 
cars will soon use mare 
than a dozen chips for appli- 
cations such as active sus- 
pension. engine control and 
ABS brakes. Ford estimates 
its Taurus model contains 
more computing power than 
the Apollo spacecraft that 
went to the moon. 

Unlike the powerful 32-bit 
microprocessors used in 
computers, electronic 
systems in cars tend to use 
cheaper 3-bit “microcon- 
trollers” which combine a 
microprocessor and memory 
on the same chip. One Euro- 
! pean carmaker plans to use 
: 10 microcontrollers in its 
1999 car models. They will 
control door locks and win- 
dows, open and close the 
sunroof, remember the best 
position for the front seats, 
monitor the tail lights, and 
control the CD player and 
radio. 

European cbipmaker SGS- 
Thomson receives 10 per 
cent of its revenues from 
the automotive sector. Half 
of the cars to Europe use 
the company's electronic 
ignition components and it 
has a growing range of cus- 
tom chips designed for auto- 


motive applications. 

Unlike the digital chips 
used in computers, semicon- 
ductors for automotive use 
are typically “hybrid" com- 
ponents - meaning they 
handle digital and analogue 
signals on the same chip. 

SGS-Thomson last year 
unveiled a hybrid chip 
designed to control car 
doors. It combines an 8-bit 
microcontroller with on- 
chip analogue power cir- 
cuitry to handle the high- 
power analogue signals 
needed to drive the motor 
that activates the door lock. 
Because of its onboard 
microcontroller, the chip 
can be fine-tuned simply by 
changing the software. 


increased and costs reduced 
by using “smarter" hybrid 
chips, such as its door-lock 
actuator, to replace the sev- 
eral components tradition- 
ally required. 

The company says 60 per 
cent of the cost of an auto- 
motive system is due to the 
connectors, boards and pas- 
sive components, vet these 
cause most failures. By 
designing systems using 
fewer but smarter chips, 
weak spots and costs can be 
reduced, SGS-Thomson 
believes. Chips are also 
making big inroads inside 
cabins as carmakers seek to 
provide a more enjoyable 
driving experience with 
sophisticated in-car enter- 
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allowing carmakers to cus- 
tomise the behaviour of the 
locking mechanism. 

Automotive chips have to 
be designed to withstand 
tough environments. Oper- 
ating temperatures can 
range from minus 40 deg C 
to a Scandinavian winter to 
55 deg C to the desert, while 
vibrations and sharp fluctu- 
ations to a car's electrical 
supply can easily damage 
sensitive electronics. 

"Conditions are far more 

harsh than fa other micro- 
electronics applications,” 
says Horst Nasko, chairman 
of Medea, a pan-European 
chip research programme 
that includes several auto- 
motive projects, one of 
which focuses specifically 
on making chips robust 
enough to withstand the 
harsh vehicle environment 

Reliability' is important in 
automotive electronics 
because even minor mal- 
functions can have severe 
consequences if the driver 
gets stranded on a lonely 
country' road. SGS-Thomson 
claims the reliability of 
automotive systems can be 


tainment systems and elec- 
tronic instruments. 

The German automotive 
supplier. Mannesmann 
VDO, has developed a futur- 
istic cockpit electronics sys- 
tem that departs from the 
conventional dashboard 
design. It is based around a 
central computer that dis- 
tributes data and commands 
to the instruments and con- 
trols via a local 1)05’ sys- 
tem. 

G lobal positioning by 
satellite (GPS) could 
be the next big auto- 
motive chip market Data- 
quest says the worldwide 
market for semiconductors 
used to GPS systems will 
grow rapidly from S384m to 
1997 to nearly Sl.Tbn bv 
2001. 

GPS technology can be 
used to many applications 
in the automotive area 
including emergency call- 
ing, vehicle tracking, fleet 
management and automatic 
vehicle locator systems. 
Carmaker BMW offers GPS 
as a standard option on its 
latest Series 5 range. A col- 


our screen built into the 
dashboard displays a digital 
map of the car’s position 
while a voice synthesiser 
reads directions. 

When the car is station- 
ary’. the screen can also be 
used as a TV. The ultimate 
in-car entertainment is 
undoubtedly a personal 
computer - and the IT 
industry has realised the 
potential of this new mar- 
ket. At last month’s Con- 
sumer Electronics Show in 
Las Vegas. Intel showed a 
Ford Expedition car loaded 
with a prototype of its Con- 
nected Car PC technology'. 

The system prorides driv- 
ers with voice-activated 
GPS navigation and a cellu- 
lar phone, while passengers 
can surf the Internet, view 
DVD videos or play CD-Rom 
games. The product is based 
on an Intel Pentium-based 
PC squeezed Into a box 
small enough to fit in a 
dashboard. The driver sees 
a small car radio-type dis- 
play while passengers in the 
back have a larger LCD 
screen and a wireless key- 
board. 

Mike lannitti. Intel mar- 
keting manager, believes 
the system will appeal par- 
ticularly to families as it 
can keep young children 
entertained on long car 
journeys. "People with kids 
have loved the concept.’’ he 
says. 

The Intel product can also 
be used for more serious 
applications. Salespeople 
can pick up their e-mail 
while on the road and the 
system eould be pro- 
grammed so that if the air- 
bag inflates, the cellular 
phone automatically calls 
the emergency services and, 
using the GPS locator, give 
the car’s position. 

Microsoft showed a simi- 
lar product, called Auto PC, 
designed around its Win- 
dows CE operating system. 
It claims a dozen manufac- 
turers plan to use it to dash- 
board-mounted. voice-acti- 
vated computers. 

Visteon, the components 
arm of Ford, is working 
with Microsoft and Intel and 
hopes to he the first to 
incorporate the technology 
in a production vehicle, 
probably to 2000. It says it 
will offer a dealer-installed 
version for current cars this 
summer. 
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COMMUNICATIONS • By Joia ShiHingford 


Telecoms lifts European 
semiconductor market 


World demand for chips used in 
telecoms is set to grow by 10 per cent 
a year over the next five years 


C hips for telecomm uni- 
cation systems form 
the fastest-growing 
part of the European semi- 
conductor industry- David 
Moorhouse, an analyst in 
Dataquest's European semi- 
conductor group, says tele- 
coms accounts for 50 per 
cent of new designs for 
application-specific inte- 
grated circuits (Asics) - cus- 
tom-made chips. 

Demand is also high for 
digital signal processors 
(DSPs), the chips used in cel- 
lular phones to compress 
voice while users are talking 
and decompress it while 
they are listening. DSPs are 
used in mobile phone net- 
work infrastructure (such as 
cellular base stations) as 
well. 

Some types of flash mem- 
ory chip used in computers 
are needed for telecoms 
applications, too. And chips 
are required for Integrated 
Services Digital Network 
(ISDN) adaptors, which bene- 
fits suppliers like National 
Semiconductor. 

One of the newest chips is 
a neural network microchip 
developed jointly by BT's 
Martlesham research labora- 
tory and Korea Telecom to 
simplify network manage- 
ment. The prototype Univer- 


sally Reconstructable Artifi- 
cial Neural Network chip 
comes into its own in appli- 
cations where there are a 
large number of variables, 
such as switch configura- 
tion. radio channel alloca- 
tion and other network con- 
trol problems requiring 
rapid reconfiguration. 

The total demand for chips 
used in telecommunications 
worldwide will run at 10 per 
cent a year over the next 
five years, predicts Data- 
quesL Higher growth rates 
than this - 15 per cent plus 
- have been seen over the 
past few years, but from a 
lower base. 

Last year. 40m cellular 
handsets wen? produced as 
compared with 25m in 1996. 
Increases in handset vol- 
umes have put pressure on 
DSP prices and these have 
been falling at 20 to 30 per 
cent a year. 

Digital signal 
processors 

Key suppliers in the DSP 
market include Texas Instru- 
ments. Luceni Technologies' 
Microelectronics Group. 
Analog Devices and Moto- 
rola. These four US compa- 
nies have the lion's share of 


the market, according to Mr 
Moorhouse. 

"DSPs are a specialised 
technology and the main 
players have been in the 
business a long time." he 
says. "They have stuck with 
it over the last 10 years, 
making it hard for others to 
compete." 

Custom-made 

chips 

DSPs can be bought ready- 
made, whereas Asics are 
made to a company's specifi- 
cation. For example, Nokia 
migh t design an ASIC and 
arrange for a supplier such 
as Hitachi or LSI Logic to 
make it for them. 

Other Asic-makers are US- 
based VLSI, Siemens of Ger- 
many. SGS-Thomson of 
France, NEC and Toshiba. In 
fact, Japanese companies - 
Hitachi. Toshiba and NEC - 
are presenting serious com- 
petition for US companies in 
the Asic market 

Asics account for the larg- 
est part of the market for 
telecommications' chips. 
They are used not just in the 
mobile phone industry but 
also in network hardware for 
local-area networks and 
wide-area networks and in 
smart (screen-based) phones. 

Companies use Asics 
either because there is no 
standard solution or because 
a standard chip would not 


give them the size of product 
or level of power consump- 
tion they are looking for. 

However. Asics are very 
costly to develop and there 
is a risk that they will not 
work the first time. They 
require considerable engi- 
neering expertise and - 
because of the set up cost - 
they are only suitable for 
large production runs. 

An Asic can cost $250,000 
to develop, including the 
engineering time. So if only 
a 100 units are produced, the 
set up costs amortised over 
each one would cost $2,500 
plus a charge for each actual 
chip of. say, $10. By contrast, 
the typical semiconductor 
content in a mobile phone 
costs $65-870. Three years 
ago it was $250, but by the 
year 2000, Dataquest expects 
it to fall below $40. 

Programmable 

logic 

Fortunately, there is an 
alternative to totally flexible 
Asics or standard, low-cost 
DSPs. Companies wanting to 
produce custom-made chips 
in small volumes nan use 
programmable logic devices. 
(PLDs). Per chip, these cost 
two to three times as much 
as an Asic of the same size. 
But they can be configured 
without using semiconduc- 
tor manufacturing technol- 
ogy. Instead, it is possible to 
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programme each ‘gate’ on 
the chip and for the PLD to 
store the configuration. 
PLDs do not give quite the 
flexibility of full-blown Asics 
but they are popular for use 
in networking technologies. 
A big plus is that suppliers 
can bring a PLD to market 
In six weeks, whereas an 
Asic could take six months 
to develop. 

Time-to-market is very 
important in the network 
arena, says Mr Moorhouse. 
“A lot of networking compa- 
nies use program mab le logic 
to get a product out quickly. 
They say to themselves: 
‘When the volume rises, 
we'll go over to Asics'. But 


in six months’ time they 
may have upgraded to a new 
product so that they never 
get to the Asic stage." 

According to Mr Moor- 
house. the two top compa- 
nies in the (PLD) field are 
Altera and Xllinx, both'. US 
companies. Lucent is also in 
this area and Philips is 
about to enter it 

Single-chip 

solution 

Over time, the distinction 
between different types of 
chip is starting to disappear. 
For example, there are three 
or four chips in a cellular 


handset But DSPs and Asics 
are starting to merge - it is 
now possible to obtain an 
Asic for -a mobile phone 
handset with a DSP core 
built in. 

These are not in mass pro- 
duction yet but Mr Moor- 
house says: "As we move 
towards next year, we will 
typically find Global System 
for Mobile (GSM) phones 
with a single chip in the bas- 
eband (radio). We can expect 
to see single chips from LSI 
Logic. VLSI, Texas Instru- 
ments and others in 1999." - 
- The big drivers for single 
chips, he says, are to cut 
costs and lower power con- 
sumption. 


Another trend in the tele- 
communications' chip mar- 
ket is towards “brain" com- 
panies selling . intellectual 
property only. Companies 
such as the US-based DSP 
Group licence their designs 
for DSP cores to companies 
such as Motorola, NEC and 
Siemens, for inclusion in 
Asics. 

Many of these camgBoies 
are vertically integrated, so 
that they not only produce 
telecoms semiconductors for 
others but use them in their 
own telecoms products as 
well - thus, healthy demand 
for their own products will 
mean healthy demand for 
their semiconductors, too. 
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RISING DEMAND ON THE HOME FRONT • By Geoffrey Naim 


Consumer market sets the pace 


Internet access is potentially much bigger than the 
desktop PC market. Many companies are working on 
low-cost information appliances to entice consumers 


W hile the computer 
industry ponders 
moving to a new 
generation of 64-bit comput- 
ers in the next decade, chil- 
dren are already familiar 
with this powerful technol- 
ogy - thanks to games 
machines such as the Nin- 
tendo 64 that use 64-bit pro- 
cessors. This is a vivid exam- 
ple of how the consumer 
market increasingly sets the 
pace in chip development. 

Once, it was just TVs and 
radios that contained semi- 
conductor devices, but the 
market has grown dramatic- 
ally in recent years and even 
a humble food processor is 
today likely to contain a 
microprocessor. 

The latest digital enter- 
tainment products, such as 
set-top boxes, DVD disk play- 
ers and digital TVs, would 
not be feasible without the 
impressive advances that are 
continually being made in 
semiconductor technology. 
For example, the Japanese 
consumer electronics com- 
pany Panasonic has devel- 


oped a single-chip video 
decoder for digital TVs that 
performs the work of the 
three chips typically used in 
rival designs. 

To move closer to 
advances in chip design, the 
Korean electronics manufac- 
turer. Daewoo Electronics, 
has set up a design centre 
with European chipmaker, 
SGS-Thomson. The centre, 
based in Seoul, will be used 
to develop chips for the next 
generation of consumer 
products. 

Soon-Hoon Bae. chairman 
and chief executive officer of 
Daewoo Electronics, believes 
such collaboration is essen- 
tial as consumer electronics 
products become more 
sophisticated. SGS-Tbom- 
son's chip design expertise 
will be “crucial to develop 
state-of-the-art analogue and 
digital consumer products in 
the future," he says. 

The example of the Nin- 
tendo 64 demonstrates just 
how much the consumer 
industry now depends on 
advanced microelectronics. 


The Nintendo’s fast-moving 
3-D images and high-quality 
sound have set a new stan- 
dard in the games market, 
thanks to its 64-bit micropro- 
cessor and custom graphics 
coprocessor, both designed 
by the US semiconductor 
company. Mips. 

The Nintendo 64 costs 
around $190 and its impres- 
sive performance is more 
commonly found in graphics 
workstations costing over 
ten times as much. Indeed, 
the microprocessor used in 
the Nintendo machine is an 
“embedded" version of a 
more expensive Mips micro- 
processor widely used in 
workstations. 

The embedded version of 
the chip has a no-frills 
design tailored to reduce 
cost and power consump- 
tion. The Nintendo 64 and its 
arch-rival, the Sony PlaySta- 
tion. both depend on proces- 
sors from Mips, a division of 
Silicon Graphics. 

“It's an area where we 
have been very successful.” 
says Bert Zandhuis, Euro- 


pean business manager at 
Mips. The company has 
scored several other design 
wins for its chips in the con- 
sumer sector. Mips does not 
manufacture its own proces- 
sors but licenses the “core" 
design to other chipmakers, 
who enhance and package 
the chip to meet their own 
needs. 


A t last month's Con- 
sumer Electronics 
Show in Las Vegas. 
Philips unveiled its Nino 
handheld PC which uses a 
Philips processor based on a 
Mips design. The Nino, 
which costs from $399 to 
$499. uses the Windows CE 
operating system. The latter 
was designed by Microsoft 
specifically for battery-pow- 
ered consumer devices, such 
as handheld computers, of 
which more than 500.000 
have been shipped since the 
software was launched in 
October 1996. 

Mips is not the only semi- 
conductor company with 
eyes on the consumer mar- 
ket. The UK company. 
Advanced Machines, has 
developed a rival processor 
design. StrongARM. also 
aimed at “embedding" in 


various consumer devices. 
Philips will use the Strong 
ARM chip, manufactured by 
Digital Semiconductor, in a 
new “screen phone” which 
provides access to the Inter- 
net, e-mail and voice mail. 

StrongARM microproces- 
sors are rapidly finding 
favour with leading vendors 
of consumer electronics 
products, says Leo Joseph, 
manager for internet appli- 
ance marketing at Digital 
Semiconductor. 

The consumer market for 
Internet access is potentially 
much bigger than the desk- 
top PC market and many 
companies are working on 
low-cost information appli- 
ances to entice consumers. 
National Semiconductor, a 
big US chipmaker, hopes to 
make its name in this new 
market. Last year, it 
acquired Cyrix, a maker of 
low-cost microprocessors, 
and Mediamatics, a provider 
of digital video compression 
technology. It hopes to com- 
bine their skills to make 
chip sets for low-cost PCs 
and information appliances 
- see profile of National 
Semiconductor, page 11. 

“PCs are expensive but 
there is no reason why they 


SMARTCARDS ■ By Joia ShiHingford 


Soon they will be everywhere 


‘Intelligent'smartcards 
may not revolutionise 
our lives, but they will 
make them more 
convenient 

S martcards will become 
ubiquitous, says the Ovum 
analyst, Mark Stevenson. 
“Take-up will be driven by large 
companies, then small companies 
will follow. Finally, consumers will 
want them,” he predicts. 

The small plastic cards with 
built-in intelligence on a chip could 
soon be in widespread use in 
London, where the Underground 
transport system plans to use them 
for ticketing in four years time. 

Contactless barriers will be put in 
which *tube' travellers can open by 
flashing their cards - this will 
increase the throughput of 
passengers, pl anner s believe. 

The cards are also expected to help 
London Underground reduce ticket 
fraud by £30m a year. This is 
because the cards are hard to copy 
and because they are easy to cancel 
If a customer reports them stolen. In 
addition, the cards will provide 
detailed Information on tube usage, 
flow of passengers, and so on. 

The UK government is also 
considering issuing smart cards to 
benefit claimants to reduce benefit 
fraud and provide more detailed 
information. 

Smart finance 

But smartcards will only really enter 
the mainstream when they are used 
in finance for credit and debit cards, 
says Mr Stevenson. The cards have 
been slow to catch on because the 
infrastructure of card readers 
needed Is expensive to install and 
because even the cheapest cards cost 


around $3 to produce. 

Yet card companies have the 
money and the incentive to adopt 
smart cards because of the large 
sums they lose every year in credit 
card fraud. It is difficult to break 
into a smart card or duplicate it 

The cards can also be used for 
electronic cash schemes, such as 
UK-developed Mondex. Electronic 
cash has an attraction for retailers 
and banks because handling cash is 
costly. Cash handling costs UK 
banks £2bn a year, according to 
Ovum. 

Telecoms companies are also keen 
on the idea of ‘e-cash’ because units 
of electronic money can be 
transferred from person to person, or 
from bank account to card over the 
phone. 

In Houg Kong. Mondex 
cardholders can transfer money via 
phones or point -rj-saie terminals to 
their cards tor from their cards to 
their bank accounts) without 
speaking to a human being. The 
HongKong and Shanghai Banking 
Corporation is using Syntellect voice 
response technology to carry out 
users’ instructions automatically. 

Electronic cash stored on smart 
cards could also be used for 
electronic trading over the Internet. 

In the UK today, there are 
relatively few nationwide uses of 
smartcards, although they are used 
in BT phone cards; in Boots' 
retailing loyalty cards: and in Shell's 
loyalty scheme. In general, they are 
still being used for storing 
information rather than processing 
it. 

Meanwhile, Frost & Sullivan, the 
market analysts, say smartcards are 
most widely used in Germany, due 
to the health insurance card market, 
with France the second-largest user. 

In Prance, all phone cards are 
smartcards and credit cards 
including smartcards are available. 


Europe leads the way in smartcard 
take up. followed by Asia,' 
Australasia, then the US. 

Last year Scblumbeiger of France, 
the market leader, produced 
260msmartcards - Schlumberger. 
and its French rival GemPlus. have 
around 80 per cent of the smartcard 
market 

Mr Stevenson predicts that “in 
late 1998 or early 1999. there will be 
a 'small bang' in smartcard use. 
leading to a gradual adoption.” But 
the rules of the game are changing 
and it is not yet clear who the 
winners in the smart card war will 
be. 

Rival standards 

So far, the smartcard market has 
been dominated by the companies 
making the smartcard hardware. In 
addition to Schlumberger and 
Gemplus, other suppliers include 
Hitachi, De La Rue. Bull CPS and 
Toshiba. 

Manufacturers have used their 
own proprietary software on the 
cards which has made them 
incompatible with technology from 
other smartcard companies. 
However, there is growing pressure 
for standardisation and two 
standards have emerged. 

One uses Java software from Son 
Microsystem's JavaSoft subsidiary. 
This is backed by the Java Card 
Forum fJCFl, a consortium of 
smartcard makers - see report, right, 
on Java cards. 

The other uses the Multos 
operating system invented by 
Mondex and controlled by the 
Maosco consortium, which Mondex, 
Motorola, Siemens. Hitachi. 

GemFlus, KeyCorp, MasterCard and 
Dai Nippon Printing have joined. 

Cards based on Java Card 2.0 and 
Multos are expected to appear before 

June. “The availability of software 


standards could shift the balance of 
power away from the hardware 
manufacturers to software 
manufacturers." says Mr Stevenson. 
“Companies not currently in the 
smart card market could provide the 
applications software. 

“Generic operating systems also 
open the market for other companies 
to market smart cards." 

However, some analysts say it is 
not yet clear that the Java Card will 
win. They say the Java virtual 
machine - a software ‘bubble' that 
insulates applications software from 
the manufacturer’s own technology 

- is not that small and leaves little 
room on the card for applications. 

They believe the Multos operating 
system backed by Mastercard is 
technically superior. Visa, 
meanwhile, is enthusiastic about 
theJava Card, which also has a 
following outside the smart card 
world - on the Internet. 

Would-be users can only hope a 
winner emerges soon. Mr Stevenson 
believes that consumers will 
eventually start to want smart cards 
for two reasons: 

□ First as they become more 
versatile, a single smartcard will be 
able to replace a whole array of 
cards in the user’s wallet For 
example. London Underground could 
rent out space on its smart 
Travelcards to an electronic cash 
company, a theatre booking agency 
or other service suppliers. 

□ Second, users will like the 
“instant gratification” or being able 
to load up with electronic cash 
without needing a cash machine. As 
Mr Stevenson says: “I live 15 
minutes away from a. cash machine 

- and it's very annoying to find I’ve 
only get 72 pence in my wallet when 
1 want to go the pub. 

“Smartcards won’t revolutionise 
our lives," he adds, “but they will 
make them more convenient" 


should be," says Roland 
Andersson, National Semi- 
conductor's European vice' 
president. “We must inte- 
grate much more on the chip 
and make it much more 
affordable.” 

An example is the Cyrix 
MediaGX chip, a low-cost 64- 
hit microprocessor that inte- 
grates functions previously 
achieved by several chips. 
This high level of Integra- 
tion. allows computer manu- 
facturers to offer multimedia 
PCs at prices below $1,000 - 
the fastest growing PC sec- 
tor. 

The MediaGX chip costs 
about $114 and, during 1908, 
National hopes to see the 
technology used in the con- 
sumer market 

Mr Andersson says 
National Semiconductor is 
working with several cus- 
tomers on information appli- 
ances. such as a personal 
digital assistant with wire- 
less communications. 

Sun is another company 
with amb itions in the con- 
sumer sector. The combina- 
tion of its Java programming 
language and special proces- 
sors optimised to run Java is 
ideal for consumer applica- 
tions, according to Dhaval 



Roland Anderrson at National Semiconductor: “PCs aro agwmlw 
but there is no reason why they should be’ 


Ajmera, director of market- 
ing at Sun Microelectronics, 
the company’s semiconduc- 
tor division - see also the 
report art page three. 

The company has licensed 
the core Java chip desig n, 
called PicoJava, to five chip- 
makers and plans to also 
offer its own. chip, the Micro- 
Java 701, during the second 
half of this year. 

“The 701 is targeted at 
embedded Java-centric mar- 
ket segment such as network 
computers and internet 
TVs.” says Mr Ajmera. 

One of the drawbacks of 


the current PicoJava chip 
design is that the programs 
must be 100 per cent written 
in Java. However,” many 
product developers may 
want to re-use or adapt exist- 
ing programs written in 
older languages. For this 
reason. Sun Microelectronics 
will soon offer a second ver- 
sion of its PicoJava core 
design, called PicoJava n. 
This design produces a 
slightly bigger chip but has 
the advantage that it also 
runs programs written in 
C++, a language widely used 
for embedded software. 


Multi-purpose cards 
for thinner wallets 


A pocketful of 
plastic cards 
could become a 
thing of the past 

T he use of standard 
software on smart- 
cards is starting to. 
boost take-up. The current 
frontrunner is Sun’s Java 
software, which is already 
on some smartcards in. com- . 
merclal use. Its rival Multos; 
developed by Mondex, is still 
at the prototype stage ( see 
report, 

(fore, we look at the rea- 
sons why Java is catching 
on - “Java has already Irre- 
vocably changed the smart- 
card world," according to 
Christian Goire, president of 
the Java Card . Forum. 
Fabien Thiriet, Java Card 
marketing manager of 
Schlumberger in Europe, 
says there are two reasons 
why it is being adopted so 
enthusiastically. 

□ First, for security: Java . 
- Sun’s language for devel- 
oping small applications (or 
“applets”) is a very safe lan- 
guage, which puts “fire- 
walls" (protective barriers) 
between applications. More- 
over. the smartcard industry 
is using the most secure sub- 
set of the Java language. Ft . 
does not use some of the 
less-secure features that 
have caused consternation 
on the Internet in the past. 

□ The second benefit of 
Java is that It can run on 
any chip. Smartcards - plas- 
tic cards with built-in intelli- 


gence on a chip - contain 
chips from different makers. 
In the past this has made it 
d i f fi cult . to develop . new 
applications, because they 
had to be adapted for differ- 
ent chips. _ 

“Now we can follow the 
philosophy- of . ‘write-once, - 
run anywhere'," says- Mr . 
Thiriet Java runs inside its 
own bubble or ‘virtual 
machine' and is not depen- 
dent on a specific type of 
hardware being used. 

Java-based smartcards 
have been available for 
development:; since April 
1997. Companies ; in France, 
Germany, Belgium, Scandin- 
avia, Asia, South Africa and 
the US. are using them to 
develop appli c ati on s for loy- 
alty schemes, access control, 
banking and mobile-phone 
SIM cards.. 

Less time to 
market . 

A big benefit ,of Java Is 
reduced . time to market - 
developing appHcations for a 
smart card, can take 4-6 
months, say's Mr Thiriet. 
“Developing something of 
the same complexity in Java 
takes only . two or three 


:. Users of Java-based, smart- 
cards- (Jaws rC&rdfi) win also : 
win benefits: for the first 
time,, they will have multi- 
application smartcards. So 
waUets bulging with -plastic 
caAJs could: 'become 'a thing 
of the past. • 


■ Instead, users will be able 
to change the applications 
stored inside a card. If they 
want to use a new service, 
they will be able to down- 
load the uew applet quickly. 
And when they want to sum 
using a. service they will be 
able to delete it In a few sec- 
onds. • • ' . .■ 

The first Java cards- were 
used last year by companies 
. such as Nokia and Mercedes- 
Benz.- Mr Thiriet expects 2m 
to 3m cards to be sold in 
1998. But he predicts that 
during the next century, 50m 
of the lOOm smartcards sold 
each year will contain a 
Java, virtual . machine." 

The work of the Java Card 
Forum .(JCF) will . give a 
boost to the market It was 
founded by Schlumberger of 
the US and Gemplus early In 
1997 and members include 
BuR CP8, De La Rue, and 
Japan’s Toshiba and Hitachi. 

With Input from the JCF. 
JavaSoft, a division of Sun 
Microsystems, has released a 
pow Java card applications 
. Programmfng interfa.ee (a set 
'of rules for' developers to fol- 
low). This became av aila ble 
in. October, according to 
Tom Lebsack, Scblumber- 
Iter's .director of marketing 
for smartcards and systems 
in the us. ". - " ' 

Products based on tbe new 
API - 2.Q ' Will "be. av ailab le 
before June. Lebsack says 
AH 2.0 “takes the'befct. Of 
API lo and moVe&irfofWard 
t0: 

Continued on fusing page. - 




rt 

He f i 






l: 


XIII 


^AINCIAL TIMES 


WEDNESDAY FEBRUARY 4 1998 





SECTION TWO: MANAGING INFORMATION 



I ntranets •- private! net- 
works. based on internet 
technology - are a rare 
Beast m the IT world: simple 
to use and cheap to build, 
they are nevertheless capa- 
ble of delivering real bene:, 
fits. -The promise may seem 
too good to be true, but 
many enterprises have taken 
their first hesitant steps 
with the technology and are 
now keen to extend intra- 
nets throughout their organ- 
isations. 

A recent survey of 250 UK 
companies by. the European 
computer services company. 
CMG, found that 94 per cent 
of organisations with intra- 
nets intended to expand 
their use over the next 12 
months. More than 70 per 
cent of organisations in the 
survey had an intranet, the 
vast majority to improve, 
internal roTnmnnica+ftwf : 

A report on .intranets ..by ■ 
management consultancy 
KPMG quotes the typical 
example of a multinational 




Cost- saving intranets 
are here to stay 



Intranets give companies the chance 
to become more horizontally 
focussed, looking at business 
processes, rather than functions 


T 



Judith Wainwrigftt on the 
intranet concept ‘life sciences 
companies zee strongly... 
committed at board leveT ' 


THE 


company that had for years 
been unable to produce an . 
effective Internal-telephone 
directory. It took too long to 
c ompi l e and' was out of date 
before it. was tainted. 

By building an intranet 
and making the directory 
accessible to any employee 
with a web browser, the 
company demonstrated its. 
intranet could deliver nnxne- 
diate benefits. 

Another convert to intra- 
nets is Omni, a trade associ- 
ation of 186 removal compa- 
nies in 70 countries. Omni 
used to distribute a wannai 
giving the rates for each of 
its members. This bulky 250- 
page document was distrib- 
uted once a year and cost 
more than £12,000. ' 

Last year, GE Information 
Services installed an intra- 
net to link Omni member 
companies together to form 
a ‘virtual* organisation. 
Removal rates are now 
stored on a central database 
and accessible by any Omni 
member via a web browser. 

More importantly, they are 
updated continually - before 
the intranet, this was impos- 
sible and information could 
be up to a year old. 

To improve vehicle utilisa- 
tion, a bulletin board has 
been developed on which 
members can offer vehicle 
space to other members. 


This is linked to an e-mail 
facility, allowing members to 
respond quickly and offeri n g 
time and cost-savings on 
courier and international fax 
charges - the traditional 
methods used by Omni mem- 
bers to communicate across 
time zones. 

A growing number of simi- 
lar success stories demon- 
strate intranets are here to 
stay, .althoagh uptake varies 
widely across different 
industrial sectors. 

Nor surprisingly, telecoms 
and IT companies lead the 
pack, while the pharmaceuti- 
cal sector has also been 
quick to adopt intranets. 

‘'Life sciences companies 
are strongly committed at 
board level because it is 
obvious that knowledge 
management is a strategic 
function for them.” says 
Judith Wainwright, market- 
ing director with Pagoda, a 
UK-based management con- 
sultancy. 

Pagoda has just published 
a report on intranets and 
their impact on sectors such. 
as travel, finance, life sci- 
ences. energy, telecoms and 
publishing. 

Manufacturing companies 
are reluctant intranet users, 
while companies in the life 
sciences and energy sectors 
see intranets as a means to 
share knowledge and, hope- 



MANAGING 

INFORMATION 

Here and on the 
following page, FT - 
writers look advances in 
online communications, 
particularly corporate 
intranets and extranets 


fully, reduce their time to 
market with new discov- 
eries. 

For example. Glaxo Well- 
come, a leading pharmaceu- 
tical company, uses its intra- 
net to distribute a wide 
range of information gener- 
ated at corporate, divisional 
and project levels. The intra- 
net is also used by work- 
groups to communicate and 
by internal newsgroups to 
discuss issues such as strate- 
gic initiatives. 

Discussion forums, imple- 
mented using either propri- 
etary systems such as Lotus 


Notes or on an intranet, are 
becoming more widespread. 
However, their use is mainly 
in narrowly focused areas 
and few companies have 
given much thought to how 
these forums are led and 
coordinated, says the Pagoda 
report 

Discussion groups tend to 
use i he technology as an 
alternative to regular meet- 
ings, without considering 
how to make best use of it 
This theme is echoed by 
other consultants, for while 
intranets have taken off in a 
big way. most companies 
have yet to reap any real 
business benefits. 

“Usage is still limited on 
the whole to improving 
internal communications,” 
says David Bailey, director 
for CMG's advanced technol- 
ogy division. Sales and mar- 
keting departments could 
benefit greatly from intranet 
technology, he believes, but 
these functions are given 
low priority by IT depart- 
ments, which are mostly 
responsible for maintaining 
corporate intranets. 

“This technology won't 
flourish until IT depart- 
ments understand tbe busi- 
ness needs of their users and 
explain tbe potential busi- 
ness benefits on offer,” says 
Mr Bailey. 

“The issue of who owns 
the intranet is key.” believes 
Graeme Foux. chief execu- 
tive officer for Momentus 
New Media, a consultancy 
firm which runs the Intranet 
Group, a non-profit forum 
for large corporate intranet 
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Faster access to safely information; Shell OB has piloted a Web-based hazard communications 
system, developed with American Management Systems fhttpy/wwv/.amsinc.comj. The innovative 
intranet application gives staff quick access to critical health and safety data about chemicals in the 
workplace. The application is being rotied out to XOOO users across the company. The concept may 
be offered to other o3 companies, chemical manufacturers and pharmaceutical companies. 


users in the UK. 

"We find that some IT 
departments feel threatened 
by the intranet while others 
feel very empowered says 
Mr Foux. 

He believes intranets are 
much more than communi- 
cations tools to distribute 
human resources or market- 
ing information. "La the past 
information systems have 
been departmentally 
focussed.” he says. “Intra- 
nets give companies the 
opportunity to become more 
horizontally focussed, 
looking at business pro- 
cesses rather than func- 


tions 

ICL, the UK computing 
company, claims to have 
achieved a more strategic 
use of intranet technologies 
with its Valuing ICL Know- 
ledge (VTK> project. As its 
name suggests, the project 
started 13 months ago with 
the aim of making better use 
of the information in the 
heads of ICL's 19,000 employ- 
ees in across SO countries. 

“We will never be able to 
put that ou the intranet, but 
perhaps we can point people 
in the right direction,” says 
Elizabeth Lank, director of 
ICL's knowledge manage- 


ment programme. 

ICL's intranet is currently 
accessible to around 10,000 
users who can quickly find 
information on customers, 
partners and projects around 
the world, as well as case 
studies, job adverts, location 
maps and telephone directo- 
ries. 

To manage all this infor- 
mation, individuals are 
charged with keeping their 
own information up-to-date 
- not always easy. "The 
technology is the easy bit; 
what is more difficult is 
motivating people to share 
knowledge." says Ms Lank. 




The future of business- to -business commerce 


E xtranets . promise to 
revolutionise the 
world of commerce by: 
creating net-based trading 
communities where buyers 
can meet sellers and trans- 
act business in complete, 
cqqfidence. \ : . 

The extranet, or extended 
intranet, is a secure business 
network of co-operating 
organisations located outside 
the corporate firewall. 
Because an extranet uses 
simple off-the-shelf internet 
technologies, such as web 
servers, e-mail and "browser 
software, it is cheaper than 
creating and maintaining a 
proprietary trading network. 

"Implementing an extranet 
with your suppliers may be 
one of the most important 


Extranets, based on Internet technology, help to eliminate the endless ‘paper chain’ in business. They offer big 
benefits in high-volume, low- value transactions which account for most companies’ purchasing activities 


moves " your company 
makes* say&QCS, a US elec- 
tronic .commerce -company; 
.in. a recanfcjep£B3&#o extea^ 
nets in the retail sector. 

By eliminating the need 
lor proprietary software and 
costly value-added networks, 
extranets reach out to a 
much, jwider market than 
proprietary electronic data 
interchange (EDI) networks. 

EDI has existed Tor more 
than 20 years and has suc- 
cessfully streamlined the 
supply chain of carmakers, 
supermarket chains and 
pharmaceutical companies. 
But the complexity of EDI 


and its relatively high cost 
have traditionally excluded 
smaller companies. 

Extranets are more than 
just a cheaper version of 
EDI, however. EDI was con- 
ceived to benefit primarily 
large manufacturers by auto- 
mating their 'downstream' 
sourcing functions - the 
exchange of purchase orders, 
invoices and. later, pay- 
ments. 

Extranets aim to go much 
further by also pUmTn aHn g 
the lengthy *paper chain’ 
that precedes the sending of 
a purchase order. Buyers 
spend much of their day on 


‘upstream' sourcing func- 
tions, such as leafing 
through catalogues, phoning 
to request details or changes 
and then copying and faxing 
Requests For Quotes (RPQs). 

GE Lighting, a division of 
US giant General Electric, 
was one of the first to use an 
extranet to streamline its 
sourcing chain. The switch 
to paperless sourcing in 1996 
allowed the company to cut 
the time taken to generate a 
RFQ from two weeks to less 
than a day using an extra- 
net-based trading system 
called TPNPost. Tbe system, 
which is operated by GE1S. 


GE’s information services 
arm, has since been 
extended to other GE divi- 
sions and third parties. 

GE claims it sourced 
around Slbn of goods and 
services in 1997 using 
TPNPost and predicts this 
will grow to $4bn this year. 

According to GEIS. 
TPNPost can dramatically 
cut purchase cycle times and 
reduce costs, both through 
administrative savings and 
through the more competi- 
tive prices achieved by hav- 
ing a wider pool of suppliers. 

GE claims to have 
obtained overall cost-savings 


JAVA 
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Struggle to keep down smartcard costs 


From previous page: 

encryption) and telecoms 
(e.g. GSM card) applica- 
tions.” 

Visa, for example, has 
announced a programme to 
develop a Java card this 
year, it is working on a mul- 
ti-application card combin- 
ing credit, debit and stored 
value (Mastercard is hacking 
rival standard Mnltos). 

Netscape, the Internet 
browser company, has 
announced support for Java 
Cards. Tbe cards will also be 
used in store loyalty 


schemes. 

Mr Thiriet believes that 
“ultimately, the focus of 
competition among Forum 
members will shift away 
from proprietary differences, 
to factors such as how fast 
each Java applet is run. or 
how many sendees can fit 
on to a card.” 

Sadly, the availability of a 
standard card desig n will 
not Iowa: the unit cost per 
smartcard. This is because 
the memory, capacity and 
processing power needed for 
the Java Virtual Machine 
requires bigger chips than 


are used in smart cards at 
present And the bigger the 
chip, the more expensive it 
becomes. 

Typically, a Java card will 
need 23 Kilobytes of read- 
only memory to store the 
Java Virtual Machine, 512Kb 
of random-access memory 
and 4Kb of Eprom (or rewrit- 
able memory). 

Smartcards currently 
range in price from $3, 
including the plastics, graph- 
ics, printing and customisa- 
tion, up to $12. Java cards 
are likely to come in near 
the top of the range. 


The challenge for smart- 
card makers is to keep costs 
down by programming as 
efficiently as possible. If 
you’re not careful, says Mr 
Thiriet “Java applets can 
grow very large, very fast 
The size of tbe applet is 
directly linked to the size of 
the chip, so to have a cost-ef- 
fective solution you must 
not develop too large an 
application”, he says. 

“You need good program- 
mers and you need to optim- 
ise the application,” adds Mr 
Thiriet "In the US, good 
Java programmers are very 


easy to find, but in Europe it 
is harder because Java is not 
as well-known." 

This is changing and Mr 
Thiriet believes that the 
most important thing about 
Java cards is that anyone, in 
any country from Japan to 
South Africa, following the 
Forum’s rules will be able to 
develop applets that will run 
on any Java smartcard. 

Forrester Research, a US 
based consultancy, says the 
Java card will ftirther the 
development of smartcards 
and “carry Internet comput- 
ing to a wallet-sized device”. 


of 5 to 20 per cent through 
more competive tendering. 

“In the past, it would have 
been very difficult to work 
with more than two or three 
major suppliers," says Colin 
Billinge, European market- 
ing manager at GEIS. 
because of tbe time required 
to research and prequalify 
new suppliers. “With 
TPNPost you can send the 
tender to a much wider mar- 
ket” 

Any company can register 
as a potential supplier, 
which gives it access to 
TPNPost and allows it to 
post details of its product 
categories on the site. Tbe 
company’s details are cross- 
checked against commercial 
databases to ensure their 
validity. 

Using TPNPost, buyers 
define their product needs 
and buying criteria, such as 
delivery times or quantities, 
which the system then auto- 
matically matches against 
the capabilities of each sup- 
plier. The RFQ is then sent 
to only those suppliers that 
meet these requirements, 
thus saving buyers from 
having to pre-qualify suppli- 
ers. 

When a supplier logs on to 
the system, it is notified of 
tenders it has been invited 
to bid for and can respond 
automatically. The price can 
then be negotiated using 
secure e-maiL 

“It is very much easier 


than receiving a manual 
RFQ because all the ques- 
tions that a supplier is likely 
to be asked have already 
been answered [by the sys- 
temj,” says Mr Billinge. 

TPNPost has been running 
since 1996 and now includes 
about 2,500 suppliers and 
more than 50 buyers. Ini- 
tially, the site was used by 
GE buyers to purchase mate- 
rials such as metalwork or 
components for use in GE 
products. 

The extranet has since 
been opened to third parties 
while another application, 
called TPNMart, allows com- 
panies to buy and sell low- 
cost. high-volume ‘expense 
line’ products, such as statio- 
nery, via electronic cata- 
logues. 

A n extranet typically 
uses the same infra- 
structure and technol- 
ogies as the public Internet, 
but it has a battery of secu- 
rity features to protect confi- 
dential information from the 
prying eyes of outsiders - or 
rival suppliers. 

The TPNPost and 
TPNMart applications use a 
combination of standard 
security technologies, such 
as the Secure Socket Layer 
protocol included in every 
web browser, as well as fur- 
ther security layers, such as 
firewalls, to ensure transac- 
tions re main confidential. 

The TPNPost application 


has an additional security' 
feature called Data Mixing. 
Price information - bids or 
counter-offers, for example - 
and item information, such 
as part attributes, drawings 
or supplier names, are never 
sent Ln the same data 
packet. 

If a data-packet containing 
item information is inter- 
cepted. there is no related 
pricing information within 
the data-packet and vice 
versa. Extranets may repre- 
sent tbe future of business- 
to-business commerce, par- 
ticularly for high-volume, 
low-value transactions 
which account for SO per 
cent of of most organisa- 
tions’ purchasing activities. 

For extranets to extend 
more widely, standards will 
have to be developed so that 
selling organisations can 
easily participate in various 
trading communities rather 
than be tied by proprietary- 
technology to the trading 
network of their largest cus- 
tomer - the criticism often 
levelled at EDI networks. 

To achieve this goal, the 
Open Buying on tbe Internet 
(OBlj standard was devel- 
oped last year by a consor- 
tium that includes 50 large 
US purchasing companies 
and suppliers. 

The standard alms to be 
genera] enough to attract a 
wide audience and specific 
enough to be useful, with 
secure technologies such as 
SSL and digital certificates 
to keep traffic confidential 
and assure buyers and sell- 
ers of each other's identity. 
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services b- pw+vt yv<ur daii nwO Can you afford iu wait? 

FourthNei Ltd. Unit 2, Brook Trading Estate, 

Dead brook Lane, Aldershot. Hampshire G 0124 XB 
Telephone 101210 M 5441 Fax 101252 ) 345446 
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3Com 


3Com UK ltd. Pacific House. Third Avenue 
Globe Part:. Martov; SL? 1YI 
Tel: 01628 397 000 
Far 01628 S9T 003 

3Com Corporation has helped over 25 million 
people gain access ro critical mlormslm through 
high speed networks At the heart ol the company's 
vision is global computer networking, linking large 
businesses, small offices and homes through its 
industry -leading Asynchronous Transfer Mode 
lATMi and switching produds 3Com's customers 
include Scottish Power, which has sust installed the 
largest ATM network m fhe UK. Microsoft and 
educational institutions including Oxford and 
Dublin Universities. hbh 

Geoflraphical Coverage: |p||^|||f 

Worldwide J9BI. 

Appllcalions: 

Ail sectors 


NeiNames are the premier registrar ol Internet 
Domain Names in over 200 countries. We hove 
been selected as one of the few registrars for the 
new generic Top level Domain Names (gRDs/ 
available m the sprmg I web .shop .firm .info .arts 
rec nom). 

Visit Ihe gUD.com web sile where you can find 
out more about these new names, and submit 
applications for them before your competitors do. 

NefNamesUK 

180 - 182 Wtenham Court Rood, 
London W7P9LE 
Freephone 0800 269049 
Fax: 0171 291 3939 

Wbb xft*: iwww.netixima.cio.iik and nroiw.glH.Lum 
8m* refesOnafnaiHBXOj* 



INTERNATIONAL 
London • Toronto 

Internet 

Design - Development - Maintenance 
Upgracfing 

Electronic Commerce 

E-Moil - Internet - Intranet ■ Networks 
Telecommunications 

Information Technology Project Management 
Year 2000 and EMU Solutions 
IT Security 

Telephone 0171 543 7721 
Fax- 01 71 J93J035 
Anglesey International United 
Suite 22* - 2 Larasdowne Bow. London W1X 8HL 
www.angieiey4ivematlonci.coiT) 


H| Rational Software Corporation 

Olivier House 

18 Marine Parade. Brighton 
§§■ East Sussex BN2 1TL 
(all Tel: 01273 624814 Fa£ 01273 624364 

FUtwrul Sottv.iie Corporation danJops. martws, and supports a 
cornprdiensive somuon Mr automating me axnpanm-tHsed 
oeveiopmem of software systems ttiai aaerpree depend on 
Hauprois solution mud© an megrabd family ol products thai 
auriMraf software development, a soltware process tbat can be 
configured lo ttte speotic needs ai customers. and a range of 
consulting and support services 

Rauuurs camprenensm) product ina mdudes the Raioral Rose 
famty of visual modelling loals-, the SOA Slide ol dienVBeiwf 
testing loois; ReowsteFrofoi capturing and nunaging software 
leoulremenu. SaQA for wtonuing software oocumern 
generation ine Rational SunnM famdy of component nanagemem 
ana rasktrange managemem toots, and die RaUnnal Apex tandy 
pi enegraied programming eiwirpranems Ramw supports maim 
impleiTisrla-ion ledinolngws and programming languages 
including Visual base Visual C++. VtsualM PwwBuftjar. Foot. 
PeopteSoft s People Tools. Oracle's Designer 2000. Ada. C++, and 
Java HjtianaTs prNhicts are afadaHe ■rOiiriduaBy oras part of 
mregratw mumptoOuci suites For more information on RaBaraTs 
products and servos-visii Rational^ IrtATIONAL 
Weo SOB VW/lvnaonaLCPm. ••maiicoimiiinaii 


The CODA Group Pfc 

Cardale Park, Beckwith Head Road 
Harrogate, England HG3 1 RY 
Tel: +44 (0)1423 509999 
Email: Liberation@coda-financials.com 

CODA develops International accounting software for national 
and multinational organisations worldwide. CODA-Rnancials 
has a unified design for faster consolidation and reporting: 
sophisticated multicurrency, multicompany, intercompany 
facilities. Integrated workflow, internet and alert technology. 
Year 2000 and EMU compliant. 

Hardware/Compatibility 

Unix or Windows NT platforms, any leading relational 
database 

Geographical coverage 

25 sales and support offices worldwide, plus distributors 

Cast 

From £30,000upwards 
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10 REASONS WHY IIVIR 
SHOULD BE DELIVERING 
YOUR YEAR 2000 SOLUTION 
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Announcing 







n Fraser WiHooB Migral»D Servios Lid 
BjS India Brfldnj^. Water Stmt, Lherpod L2 ORB 
Hfi Td: 0151 236 26W Fax: 0151 236 1637 
■Hi E.Mafl: da ro^uiieiaii a i Tra«rwfflto5jaiM 

YEAR 2000 PROBLEM??? 
The Solution is OSCAR 2000 

^ Maximum automaxian of itw conversion 
process 

S' Automated Testing ensuring 100*i system 
replication 

=- Operates on ail COBOL based applications in 
most environments 

— Total turnkey service at a fixed price per 
program 

=> IS 0900 1 and Tick FT standard for Quality 




HATDOttlL SEM B CONDUCTOR Wfitt.PUT 
S Y STEM- ON-A-CMDP FOR 0«R KEY DATA 
HBSHWAY STRATEGIC PARTNERS, 
EXPLOITING OUR ANALOG EXPERTISE AS 
A STARTING POINT FOR FORWARD' 
BNTEGRATI0N 

System-on-a-Chip, the integration of analog and digital . 
functions on a chip is the key for future success. 

For a System-on-a-Chip design, clearly only a few companies 
have the capability or access to all the components together in : 
a mixed signal environment, on an advanced process, at the 
right time. At National, with the acquisition of Cyrix, PicoPower 
and Mediamatics combined with our own mixed signal 
competence and leadership in Analog, Power Management 
Super IO and LAN, it will be no surprise to you that we say. that 
National - now - has this capability. 
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We believe we know what’s 
keeping you awake at night 

“Is IJ outsourcing right for our 
business?” ‘ 

“How am I going to deal with 
the Year 2000?” . 

“What will EMU mean for my 
company - and me?" / ; 

. . • ’ “ . . - • t. • 

IBM is a leading IT services . 
company with real experience 
in helping customers address 
such pressing business 
issues. 

To find out how IBM uses 
its skills in business 
transformation and IT 
consulting, outsourcing, 
systems integration, network 
and product support services 
please call our enquiry line: 

+ 44 990 454 454 

or visit us on the .. 
internet at: 


Nationa l S e mi c on duct or* 


www.ibrn.corn/services • • 
www.ibm.com/year2000 
|n what can we sutLp for icit™ : www.europe.ibm.com/euro' 




Interskill 


Interskill TSC Limited 

(ntersidi! offer a complete range of services 
including Technical Consultancy, System Analysis. 
Specification, Design. Development. 

Implementation, Training. Support and 
Maintenance. 

Interskill is technology based and specialise in areas 
such as CUem-Servcj; Intetflntxanet and Networks 
and C omen's. Interskill K a registered Oracle 
Basmese Partner and a member of the CSSA. 

We are experts in Oracle, Microsoft Windows NT 
and SQL Server. Please call us for further 
mfonnaboTV 

43/44 Great Windmill Street, 
London W1V7PA 
Tel: 0171 287 U91 Fax: 0171 287 1363 
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The Human Resource and: Bureau . • . 
Services Department provide : 
compreherfeive Payrt^l arid HR 
solutions to over 250 clients. . Prolog 
are firmly established as s marted 
leader in this major management area 
delivering quality products, either as a 
packaged based solution or a specific 
business project. 


The Prolog Group 
Professional Solutions, 
Logically Applied 

>“HR System. Solutions . 
s^HR’ Consultancy 
>-HR Professional 
Services - " •• 

^Integrated Payroll 
Bureau Solutions 
^-integrated Payrolf 
Systems Solutions 
^Training 


The Prolog Group, Prolog House, Llttiemoor, Eckington, Sheffield S21 4EF 
Tel: 01246 439400 Fax: 01246 439401 Email: hrxn@prolog.co.uk 


Adobe 


If you ccn dream it, 
yau can da it." 


Accounting & Business Distribution Solutions 

Software 1,13 

Global Services 

Computer Networking 6 Integrated Software 


Internet and Intranet 
Technologies 

Internet Domain Name 
3 Registration 


Network Security 


Software Development .11 


7 Systems Consultancy 14 


For further details regarding the FT-IT DIRECTORY please call Alan O'Sullivan on Tel: +44 (O) 171 591 2400 
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MANAGING THE SYSTEM: IT director profiles/guest column 
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^;ITjnanagernert In Europe • By Joia Shillingford 


A case of mastering the redesign 

More than 3,000 IT staff and process engineers are working together to increase efficiency 


F ord is one of very few 
companies to combine 
information technol- 
ogy and process re-eogmeer- 
ing staff into a single team 
“This works well when the 
company is involved in 
major redesign projects," 
says I>r Rod Edwards, direc- 
tor of systems for Ford .in 
Europe. 

Since Ford decided to rim 
itself on truly global lines in 
1995, the process, leadership 
team has been involved in 
four significant re-engineer- 
ing initiatives: In product 
development, production, 
order-to-delivery and after 
sales. Information technol- 
ogy underlies them all. 

As part of the Ford 2000 
scheme, under which Ford 
became a global company, 
the company wanted to 
rethink its core processes 
and make them standard 
across the business, hr prod- 
uct development, it planned 
to reduce the cycle tfma fox- 
new products from anything 
up to 40 or 50 weeks down to 
24. 

It aimed to make all its 
three vehicle centres operate 
in the same way, and to 
reduce complexity and 
increase reliability. Com- 
plexity was to be reduced by 
introducing common 
systems as well as common 
components - such as 
steering columns, brakes, 
and so on. 

Information 

management 

At the same time, the pro- 
cess leadership team took 
the opportunity to introduce 
a new product information 
management system ('Pin 1 
for short). This is based 
around a computer-aided 
design/computer-aided man- 
ufacturing (Cad/ Cam) pack- 
age called ‘Ideas’ from US- 
based SDLC. 

The package is being 
rolled out to all the vehicle 
centres. This is a big job 
because designing a product 
with as many moving' parts 
a s a car is complex. How- 
ever, Ideas is already being 
used for all new vehicle pro- 
grammes. 

Now vehicle stylfog can be 
achieved on screen, which' 
reduces the amount of clay 
models that have to . be 
made. Photo-realistic images' 
of car designs can be rotated 
easily to obtain. - different 


viewing angles. And Cad Is 
also used for crash simula- 
tions and to simulate car 
ride and handling. 

Previously, Ford had used 
different products in differ- 
ent divisions Including 
PDGS, CornputerVisdon and 
Parametric. Ideas was cho- 
sen because the product was 
a good fit in terms' of func- 
tionality and had the poten- 
tial to be extended. Dr 
Edwards says: “We also felt 
that SDLC was a company 
we could work ■with.' 7 . 

■ - In production systems. 
Ford’s^ drive is towards lean 
manufacturing. Over a- 
period of five years, it wants 
to reduce; the cycle time 

between, a part -arriving at 
the factory : and ' being used 
in a car to one day.- At pres- 
ent. the cycle time is four or 
five days. 

- Key. to this initiative is a 
new in-line vehicle sequenc- 
ing system (ILVS), a power- 
ful-computer system which 
enables a. factory to work 
out the most efficient 
sequence to build vehicles 
in. For example, says Dr 
Edwards, operators will be 
overloaded if they have to 
build several high-specifica- 
tion luxury cars in a row. 

Once the sequence has 
been worked out, file factory 
knows what parts it will 
need that day. Having them 
delivered just before they 
are needed means inventory 
costs are lower, less storage 
space is needed, production- 
lines are not cluttered, and 
there is less movement of 
parts around the factory. 

The ILVS, which is now in 
use in all Ford's factories, 
can also reschedule in real- 
time. For example, if one red 
luxury car needs to be re- 
sprayed, another red luxury 
car can be . substituted so 
that the most efficient 
sequence is not thrown out- 

Because the minicompu- 
ter-based ILVS system is 
critical to the running of the 
factory, Ford has both "hot” 
{ready to go) and- “cold” 
(ready when computers are 
added) disaster-recovery 
facilities in place so it never 
stops running. - 

Data warehouses .^Jorge 
databases of company infor- 
mation -• are ^ also used by. 
Ford ta provide real-time 
infcraiation tq factory work 
teams, these provide feed- 
back that can help them 
improve- quality and, effi- 
ciency. r 


For example, if a number 
of customers are reporting 
that there is a dirt on, say, a 
door panel, the work team 
can figure out why this is 
happening and take remedial . 
steps. 

The system also gives real- 
time infor mation and cumu- 
lative statistics on waphirw 


includes statistics showing 
the number of vehicles pro- 
duced and performance 
against targets, so any slip- 
page comes to light faster. 

In addition. Ford has 
started to measure factory 
productivity in hew ways. 
Traditionally, the industry 
has measured it in terms of 



Ford vehicle assembly (foe: in Its production systems, the company 
aims for *tean manufacturing*, reducing the cycle time to just one 
day between a part arriving at the plant and being used in a car 


performance. So, when a 
machine is not working 
properly, staff can see 
whether this is simply 
because it is waiting for 
another part (to perform the 
next job) or whether it is 
out-of-order. If there are fre- 
quent. problems, data from 
the system can help staff to 
work out why, and resolve 
problems more quickly. 

The real-time system 


the man hours taken to pro- 
duce a car. But Ford now 
includes other measure- 
ments in its calculations, 
such as how efficiently 
inventory is used. 

This Should help the com- 
pany fulfil its goal of reduc- 
ing the time from customer 
order to delivery to 15 days. 
After-sales objectives include 
capturing as much informa- 
tion as possible about the 


customer experience into a 
database. 

Ford's quality and process 
leadership team includes 
3,000 IT staff and 100 process 
engineering staff. Responsi- 
bility for quality was added 
to its remit after the team 
had already been set up. 

Many of the process re-en- 
gineering staff are seconded 
from the company's lines of 
business for specific projects. 
But there are also some dedi- 
cated process engineers. Dr 
Edwards says the company 
has also recruited process 
engineers from IT - “there is 
a lot of movement back and 
forth.” he says. 

In addition, the IT team is 
divided geographically, with 
systems developed in the 
UK, Germany or north 
America being rolled out to 
other parts of the world. 
Because different systems 
have to be able to integrate 
with each other, there is a 
lot of cross-border communi- 
cation. 

“Ford was one of the first 
companies to move heavily 
into videoconferencing,” 
says Dr Edwards. Now vid- 
eo-conferencing is Installed 
on personal computers and 
employees make use of 
Ford’s intranet. 

This private network is 
used, in particular, for train- 
ing information on Ford’s 
production system and to 
share details of implementa- 
tion issues and best practice. 
Details of all Ford business 
processes are also on its 
intranet. 


Typically, installing a sys- 
tem developed in one coun- 
try in many others can be a 
complex process. The pro- 
duction system, for example, 
consists of 20 or 30 systems 
that integrate together. 
These have to be installed in 
30 or 40 assembly plants 
across Europe and many oth- 
ers worldwide. 

Future direction 

So, as well as helping Ford 
re-engineer, the IT function 
is also redesigning itself. 
"We’re looking more and 
more at getting external 
partners to help with imple- 
mentation,” says Dr 
Edwards. "It is important to 
be involved in putting in the 
first four or five sites, but 
there’s no reason to be 
involved in the next 400." 

He adds: “We have to 
increase our IT cycle 
times . . . and we have to 
speed up the roll-out of new 
systems by doing more 
imnlementations in paral- 
lel.” 

The company plans to buy 
in more software, too. How- 
ever, Dr Edwards thinks that 
where a function is specific 
to the automotive industry, 
software will tend to be pro- 
duced in-house. 

‘Yet the big challenge is 
not the technology," says Dr 
Edwards. “It’s the process - 
making a cultural change 
that affects Ford's third of a 
millio n staff. Combining IT 
and process leadership has 
made that a lot easier.” 



Dr Edwards, director of systems for Ford In Europe: The big 
challenge is not the technology - it’s the process' 

A man of wide experience 


Dr Rod Edwards has a first 
class honours degree in 
electrical engineering, an 
MSc in digital 

communication and a PhD in 
controls engineering from 
the University of 
Manchester, where he was a 
member of faculty in the 
1960s. He is a Fellow of the 
Institute of Electrical 
Engineers. 

□ Current title: Director 
plant floor systems, Ford 
Automotive Operations. Dr 
Edwards is responsible for 
providing information 
systems support to 160 Ford 
plants worldwide, and is the 
senior systems executive at 
Ford in Europe. 


□ In 1 994, he was 
appointed a Ford Technical 
Fellow, one of only five in 
Ford worldwide. 

□ Previous experience: Dr 
Edwards joined Ford of 
Europe in 1969 and has held 
many systems management 
positions in the company 
Including a posting to 
Germany. His previous job 
at Ford was as manager, 
product and manufacturing 
systems in Europe. 

D In 1995, Dr Edwards 
was appointed Visiting 
Professor at Cranfield 
University and, in 1996, 
Visiting Professor in 
Engineering Design at 
Sussex University. 


ions for directors ion the ‘Millennium Bomb’ issue 


N ot many weeks ago, 
company directors 
were wishing each 
other a prosperous New 
Year, most of them in the 
expectation that 1998 will 
indeed lead to success. Yet, 
sadly; for many directors, 
tMs could turn into the year 
of panic. They will realise 
that impact of the Millen- 
nium bug - the year 2000 
computer date-change prob- 
lem, or ‘Y2K* for short - will 
be felt wen before the turn 
of the century mid, in some 
cases. Its effect will be ‘fetal’ 
for business. Directors had 
better ask themselves some 
tough questions. 

When I first raised the 
4 Y2fir problem as minister, 
late in 1995, I was regarded 


This could be the year of panic 

Lawyers are in for a field day if companies fail to act fast to defuse the 
Millennium bomb, warns former UK science minister, Ian Taylor, MP 


by many In UK politics and 
industry as a suitable case 
for treatment. Since then, 
the seriousness of the prob- 
lem has been more widely 
recognised 

The work of TaskForce 
2000. which I set up under 
Robin Guenier and other 
groups, such as the British 
Computer Society and the 
Confederation of British 
Industry, has ensured that 
awareness of the seriousness 
of the issue has spread - but 
not far enough. 


It is estimated that more 
than 50 per cent of compa- 
nies have not yet acted on 
the problem. The CBI report 
a “dangerous reluctance" 
amongst companies to con- 
vert concern about the mat- 
ter into action to solve the 
problem. The new govern- 
ment has carried on the 
campaign within the UK and 
the European Union: it did 
the right thing in setting up 
Action 2000 - but only after 
several months' delay, made 
worse by the appointment of 




W omen are in a : 
minority in 
information 

echnology and even more 
o in IT management. 

Over the past 30 years, 
Fendy Merkley has worked 
ter way up from data entry 
iperator at DuPont in her 
iative Canada to global ■ 
lead of IT at reinsurance 
ompany Swiss Re Life & 
lealth, based for the last 
wo years in London. 

Swiss Re life & Health 
ras formed from the 
akeover by Swiss 
Reinsurance of Mercantile 
c General Reinsurance, 
vhere Mrs Merkley was 
ilready global head of IT. 
!he has spent much of the 
ast year travelling the 
rorld to consolidate and 
educe the number of data 
entres run by Swiss Re 
Jfe & Health - e ight when 
he started, supporting 80 
afferent systems. 

Her travels have 
ughlighted different rates 
if success of women getting 
nto IT management in 
afferent countries. 

“In Canada, being a 
roman had little impact on 
ay career. I was taken 
eriously quite early on," 
he says. 

“My North America 

oanagement team is four 
nen and four women. In 
he UK, it’s five and two - 
ind in Zurich it was 
iriginaQy nine men plus 
ne; now it’s 12 men and 
wo women. 1 ' 

She believes that 
ompanies can benefit by 
taring more women 
oanagers. 

“It’s possibly more 
latural for a woman, to 
elate to what people are 
ping through in their 
■ersonal lives," she says. 
I’ve coached many ^ 
un hands on my staff in 
aggling Children, home life 
nd work. Men seem to be 
aore comfortable - 
liscnssing these things 
rtth a woman, who’s 
irobably been through it 
lerself. They often find it 

asier talking to me than 

bey have to a male boss in 



woman s experience 
as a global head of IT 


A successful manager sees a wider 
role for women in the male- 
dominated world of IT networks 



Skflled on many front® Wendy Merkley ‘knows how to juggle 
ctiffdren, homo Wo and IT management' 


ie adds: “Tin not 
nan's lib about this, 
one can get • 


management - just get on 
with it” -■ 

“Just getting on with it" 
in IT at Swiss Re life & 
Health demands the right 
attitude- 

“We need IT skills but -. 
not just people who are in 
IT tor the sake of it," Mrs 
Merkley says. “More 
importantly, we need 
people with the right 
attitude, who want to work 
for a global organisation : 
and add value to the 
business. 

“Most peopl e can learn 
new technology; the 
challenge is to get their 
. heads into the business and 
. into a business team 


attitude. Sometimes they 
work in virtual teams with 
other offices. Sometimes 
their work has to be 
adaptable so it can be used 
elsewhere. Sometimes we 
need them to travel to 
Zurich or New York at a 
couple of days’ notice. Not 
everyone wants this. In fact 
I’ve actually talked some 
job applicants out of joining 
us.” 

Her own travels take her 
between the main data 
centres in Zurich, the City . 
of London and New York, 
and smaller ones in 
Montreal Toronto, 
Melbourne and 
Johannesburg, plus another 


in London run by Cap 
Gemini, a facilities 
management company. 
These serve similarly 
dispersed offices. 

She has 60 IT staff in 
London and a similar 
number in New York, with 
24 in Zurich and a dozen to 
Johannesburg. Each centre 
|im local pianagMiwnt , and 
they all meet three or four 
times a year. “Every office 
was going Its own way," 
she says. “We did an 
inventory of all the 
application systems and 
found around 80. We had to 
set up a database to keep 
track of them all." 

All this is now changing 
quickly. “We had three data 
centres in North America; 
we now have one in New 
York. We also now have one 
database tool, Natural, 
running bn IBM 
mainframes. 

“The basic system is also 
being ported from New 
York to the UK, so we will 
have the same core 
technology to both centres 
- the same databases and 
data dictionaries. This 
means 65 per cent of our 
business will then be 
handled by similar 
systems.’ 1 

Further consolidation of 
the main centres is possible 
as Mrs Merkley looks at 
moving the former Swiss 
Reinsurance life & Health 
Division systems to Zurich 
to London. 

Meanwhile, the former 
Mercantile & General 
contract with Cap Gemini 
expires in March 1999. Mrs 
Merkley is already 
pondering whether to 
consolidate that operation, 
too, into Swiss Re’s London 
centre and bring Its old 
systems up to date, or to 
continue to contract it out. 

On top of all this she is 
leading development of an 
intranet as a key project in 
1998, with extranet access 
for clients, plus electronic 
data interchange for 


standard transactions with 
clients. She is also looking 
at the potential of a client/ 
server set-up for later. 

“We could have gone 
straight to client/server 
during all the consolidation 
work but we bad a very 
good and robust system 
that was only five years old 
and it could have taken os 
two years or more to get to 
the same point with client/ 
server," Mrs Merkley says. 

“We won’t use client/ 
server for back-office 
systems but for front-office 
applications such as 
analysing our business. 
That way we can leverage 
onr existing Investment in 
mainframes." 

That investment in 
mainframes and the client 
data It manages is already 
being built on through 
substantial data warehouse 
activity, which Mrs Merkley 

refers to as knowledge 

management 

“The life and health 
insurance markets are 
changing rapidly at 
present," she says. “With 
the continuing decline of 
the welfare state to the UK 
and growth to popularity of 
private medical insurance, 
long-term care and other 
related policies, we have 
had to adapt to change 
rapidly and develop the 
ability to manage vast 
amounts of information on 
risks. Indeed, the 
reinsurance market is all 
about manag in g risk. 

“To do this successfully 
we need access to all the 
information available to 
enable us to make critical 
decisions. This means Life 
& Health is ahead of the 
rest of the group to 
developing data 
warehousing and other 
information and knowledge 
management capabilities- 
We are using our expertise 
across the whole of the 
group to raise the level of 
awareness and capability to 
data warehousing." 


a very much part-time chair- 
man. Time is not something 
we have on our side! 

But why should directors 
panic? For a start, is your 
company secure in its posi- 
tion in the supply chain? 
Some leading enterprises are 
setting dates later this year 
beyond which they will ter- 
minate contracts with com- 
panies unable to guarantee 
satisfactorily that their 
systems comply with YZK 
compliance standards. 

Some of these big corpora- 
tions are reluctant to pro- 
vide hands-on assistance to 
smaller suppliers because of 
legal liability risks. 

Unilever bas estimated 
that up to a fifth ot its 
smaller suppliers may not 
meet the compliance require- 
ment in time and are there- 
fore likely to lose their busi- 
ness with the group. It is 
worth recalling that Midland 
Bank estimates that one-in- 
five companies may not sur- 
vive the bug. so Unilever’s 
situation is likely to be ech- 
oed in o tirer sectors. 

The UK government is get- 
ting tough, too. Has every- 
one caught up with the 
implications far those deal- 
ing commercially with the 
Social Services Department? 
The minister. Frank Field, in 
a written answer on Decem- 
ber 12, 1997, stated that ‘if 
we become aware that an 
organisation or supplier will 
not become Year 2000 com- 
pliant to our timetable ... we 
will review our contractual 


relationship with them, and 
consider alternative sources 
of supply.’ (Hansard, column 
733). 

Presumably the ‘timetable’ 
will be the date set for com- 
pliance by UK government 
departments of December, 
1998, as against the deadline 
I had set of the end of Sep- 
tember this year. 

Another reason for con- 
cern by directors is the legal 
position: has the company 
disclosed the size of the 
problem to the shareholders? 
Has it recently issued a pro- 
spectus without disclosure? 

I am told by specialist law- 
yers that no director has an 
excuse that would hold up in 
court that he or she was 
‘unaware’ of the problem. 

In addition, is your com- 
pany legally protected in 
relation to its own products 
and in its outsourcing con- 
tracts? Watch out for the 
domino effect in supply 
chains. Lawyers are in for a 
field day. I am afraid. 

Before you turn to your 
insurance policy as a com- 
fort, I should point out that 
insurance companies are 
taking cover themselves. 
The Association of British 
Insurers is warning compa- 
nies that they cannot neces- 
sarily expect to be insured 
for problems the millennium 
bomb causes, and that many 
policies are to be rewritten 
with specific exclusion 
clauses. In the eveDt of a 
claim, there is certain to he 
a challenge as to whether 



Ian Taylor: ‘Company directors 
had better ask themselves 
some tough questions' 

the company had taken pre- 
ventative measures which is 
just what so many have not 
done. 

If I have raised a few 
alarm bells, then all to the 
good. For those inspired to 
go off and start work imme- 
diately. there is more bad 
news. For any company rea- 
sonably dependent on com- 
puters for production, 
accounting, marketing, anal- 
ysis and supply, there may 
not be time to correct all the 
systems or the embedded 
chips - nor the available 
expertise to do so. So it will 
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THE WINTER OLYMPICS • By Rod Newing 


IBM in snow trial 


After the problems in Atlanta, both 
IBM’s systems and its whole Olympic 
future are on trial in Nagano, Japan 


W ith just three days 
to go. this year’s 
Winter Olympic 
Games in Nagano. Japan, 
will once again be heavily 
dependent on the support of 
IBM. the world's largest 
computer company. 

However, the future of this 
long-term partnership is cur- 
rently uncertain, with fur- 
ther negotiations doe to take 
place after the games end. 
IBM, provides sponsorship to 
each Olympic games 
through the provision of Its 
own equipment and services, 
as well as acting as integra- 
tor for the other technology 
sponsors' products. 

IBM has been involved 
with both the summer and 
winter Olympics since 


Squaw Valley in 1960. It is 
working under a long-term 
contract with the Interna- 
tional Olympic Committee 
(IOC) that allows systems to 
be re-used, reduces risks and 
costs and smoothes the tran- 
sition between games. 

However, things went 
wrong for IBM at the last 
summer games in Atlanta, 
when the world's press were 
initially unable to get 
results. The problem was 
caused by the World News 
Press Agency (WNPA) sys- 
tem. which supplied a com- 
mon results service to eleven 
national and International 
wire services. This was a 
newly-built system that 
replaced the individually tai- 
lored ‘news feeds' supplied 


by previous games. 

“The press agencies had 
slow modems (the device 
that translates the data from 
the telephone line into com- 
puter code) and wanted full 
acknowledgement or each 
packet of data." explained 
Ron Palmich. director of 
IBM's Olympic games proj- 
ect. speaking during the 
Atlanta games. “This meant 
we had to transmit results to 
each agency in turn. We 
solved the bottleneck prob- 
lem by sending the data to 
all of them at the same time, 
without acknowledgement, 
and everything then worked 
fine." 

A problem such as this 
should never have passed 
the testing stage. But Mr 
Palmich had an astonishing 
explanation: “None of the 
agencies wanted to pay for a 
line to test it. so testing was 
done by diskette." The test 



Computer tests In Nagano: the official Internet website is designed to handle record numbers of up to 
100 million ■hits’ a day. The Olympics' website fee http://hagano.olyniplc.oTg p-auna t* ism 


should have been carried out 
live. However, the overall 
systems management of the 
games, which cannot be sub- 
jected to a full-scale test, ran 
welL 

IBM has looked at the 
agency results system care- 
fully since Atlanta. “We 
have worked closely with 
the agencies to document 
their requirements and the 
International Olympic Com- 
mittee has participated In 
the discussions," says Victor 
Tang, director of client rela- 
tions for IBM’s Worldwide 
Olympic Technology. “We 
have redesigned the technol- 
ogy. which we have checked 
with the agencies, and devel- 
oped a set of operational 
tools to monitor the system. 
It has formed part of our 14 
months of continuous test- 
ing for the Nagano systems.” 

Although smaller in scale 
than the summer games, the 
Nagano Olympic Organising 
Committee (NAOC) still has 
to arrange the equivalent to 
15 world championships, 
compared with 40 in the 
summer. They have the 
same problem as any Olym- 
pic or ganising committee, in 
that they have to start from 
scratch, build op towards a 
non-negotiable start date 
and then dissolve the whole 
organisation after the event. 

The long-term sponsorship 
deal means that the IOC has 
a perpetual licence to use 
the software written to sup- 
port the Olympics, although 
IBM retains ownership. 
Unlike the heat of Atlanta, 
the hardware and networks 
will have to cope with a cold, 
windy and wet environment. 
IBM also has to meet the 
non-negotiable start data, as 
well as coping with last-min- 
ute changes. 



January*# snow-falls fan Japan’s ‘snow country 1 ware the last etamant ne cessar y to' complete preparations for tha fflth. winter gams 


The systems in use in. 
Nagano are essentially the 
same as at Atlanta, with 
many having been used 
since earlier games. The soft- 
ware has always been multi- 
lingual, working with 
English and French, the two 
official languages of the 
Olympic games, together 
with the local language for 
each event In this case, the 
software works with the 
local Japanese Kcayi alpha- 
bet for which each charac- 
ter requires double the space 
of a normal character. 

The main change for 
Nagano is that Info 98. the 
games’ Internal information 
system, has been ‘re-archi- 
tectured’ as an intranet 
application. It uses the- Dom- 
ino and Notes products from 
Lotus, which became an IBM 
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Solutions for a small planet 


subsidiary too late to be con- 
sidered far use in Atlanta. 

John Chiavelli, who man- 
ages the official Internet site 
(http: Ifnagano. olgngyic.org), 
has the task of capturing the 
spirit of the games, electroni- 
cally. “The use of sports Web 
sites is growing seven-fold a 
year,” be says. “We set a 
record of 17m hits per day in 
Atlanta, but we; have 
designed the Nagano site to 
handle up to 100 m." 

As at Atlanta, visitors to 
the sits can send e-mail to 
their favourite athletes, who 
read it at the private “Surf 
Shack" that IBM rims for 
them In the Olympic village. 

To run the Nagano Winter 
Olympic Games involves two 
S/390 mainframe servers, 85 
RS/6000s. five AS /400s and 

4.000 desktop and notebook 
PCs. 

Although individual ele- 
ments of the system have 
been tested for 14 months, it 
is impassible to conduct s 
full-scale test of the system/ ; 
A problem In common with 
all the Olympic systems ' Is 
that they have to be capable 
of use with, only miniinal 
training by many of - the 

36.000 volunteers and the 
other 31,000 members of the 


Olympic family, consisting 
of officials, coaches, athletes 
and the media. “The .winter 
games are smaller in scale 
than the summer but 

there Is much more time-de- 
pendency,^ points out Tom 
Furey, IBM's general man- 
ager of worldwide Olympic 
technology. "There are more 
high-speed events and you 
have the vagaries of having 
events postponed because of 
weather conditions. There, 
are fewer problems to worry 
about, but they are more 
intense." 

IBM’s chief ex ecutive, Lou 
Gerstner, along with presi- 
dent Juan Samaranch of the 
IOC* agreed over a year ago 
that the . two organisations, 
together with the organising 
committee, would form an 
executive steering commit- 
tee. “All parties focused , on 
the' major issues ahead of 
time .and... the new manage- 
ittSpi sy$6§m bak -worked 
weEs&r Nagaiyo"says 
Mr' Furey.: 'The IOC- has also 
become, incredibly knowl- 
edgeable about tha problems 
involved; hr providing infor- 
mation.”' . . ; . 

, But it'i isn’t - just DBM'S / 
systems that, are on trial hr 
Nagano. IBM’s, long-term 


. sponsorship contract, with 
the IOC expires after the 
Sydney games. However, an 
option to extend it by four 
. years to cover the games in 
Salt Lake City and Athens 
was hot exercised by the due 
date of the end of 1898. 

“We told the IOC that we 
would like to do it If we can 
work out the details.” "says 
Mr Furey. “We’ve been In 
negotiation with the IOC and 
we have agreed to continue 
that negotiation after the 
Nagano games because we 
have both run but of time.” 

IBM has a good chance of 
enhancing its reputation in 
Nagano during the 16 days 
ofthe. Winter Olympics, 
which run from Saturday, 
February 7 to • Sunday, 'Feb- 
ruary 22. However, - if there 
are any high profile techni- 
cal problems, then EDS, the 
IT services .company and 
lead sponsor^ of; the World 
Cup ’98, is ' waiting in> the 
wings and it has already 
Indicated its' desire to dis- 
cuss thepossfbllhy at taking 
'on the lead Olympic sponsor- 

m* s . 
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Act now to defuse the 



□ From previous page: 


cost more than yon think, 
and may require prioritisa- 
tion of the areas on which 
r e m edi a l work is conducted!' 

In other, words, parts of 
the. business may not sur- 
vive. And remember, the-rea- . 
son why. correction should 
be carried out this year- is 
not just the problems I have, 
mentioned above/ hut the 
requirement for testing, ' 
which is fraught with diffi- 
culty , could take some 
months and a considerable 
chunk of the overall budget. 

So perhaps the auditors 
will look kindly on the treat- 
ment of costs? Sorry. The 
UK's Accounting Standards 
Board published, in Novem- 
ber 1997. draft rules requir- 
ing companies to disclose 
the costs and write them off 
against profits. They can’t be 
treated as exceptional items. 

These rulings could create 
quite a dent in a company's 
profitability, and not one 
which can be deferred. Audi- 
tors may start to qualify 
accounts of same companies 
over the next accounting 
period if insufficient prog- 
ress in tackling compliance 
is discovered, and the audi- 
tor' will stick closely to its 
role as only to review the 
quality of the management’s 
preparations, not to 9ort but 
problems as part of the audit 
process. In addition, the 
Financial Services Agency 


has indicated that it will 
intervene where necessary 
in the area it regulates to 
protect Inyestors.,ar market 
not con- 

'vfnced.tiiSfcccsqMiiiw have 
taken tfcfe'Hght Y2K mea- 
.su^^Ph^rinkn : was 
quoft&^asRssQdzig. that “our 
consistent message to flrtqsr 

- in the AimiuHhi sector 
' they should all by J. 

-a compliance project 
which allocates executive 
responsibility, " requires regu- 
: lar repeals to the board and 
furnish.-'.'-', .necessary 
resources,” ;- ' .v_ 

This is k sensible require- 
ment It indicates that deal- 
ing with the problem is a 
management '.resp onsibility 
at chief executive level - not 
just a technical matter.- Do 
not rely on the technical 
manager!." 

- What about government 

itself? We know that collect- 
ing the problem In the OS’s 
central government depart- 
ments will cok Z370m and 
should largely be by 
the end of this year. (Ban • 
sard Nooember n. 1997). But 
when I asked the Chancellor 
of the' Duchy '.whether' the 
cost for phblic services as a 
whole would be wril over 
flbh^he rolled- “No one has 
an accurate estimate of the 
ballpark figure for public 
services."./.- . . . 

Which must mean that a J 
full compliance' audit has yet - 
to be completed. I suspect, in 


. agreement with the Liberal 
Democrat, spokesman. Mal- 
colm Bruce, that the figure 
will' end up nearer. £3bn. 

This is not difficult to jus- 
tify. especially when com- 
pared with the billions being 
put aside by- the largest -prir 
. iyate -sector ^xnmpazdee. "For 
.- e x amp le,' Mike Smith, a pro- 
fessdr^at. St Barthol omew' s 
_ Hospital in -London;: esti- 

-toated that tlrt^ cost iji ihe 
National /Health Service is 
likely ' to "reach «500m» for 
v*lch the trusts have 
no flnartriai provision. "1 
: He r added that -.a 10 per 
cent computer failure rate 
would lead to up to 1^00 
d eaths . No wonder the chief 
executive of the NHS has. 
described millennium com- 
pliance as the “highest nah-. 
chnical priority in the NHS". 

. But statistics like these 
might be. said ’ tp create 
panic. The only way to avoid 
ltls to make a massive effort 
to tackle the problem, devote 
the hecessary- resources, 
stmt to prioritise key areas, 
and cancel aU leave' over 
Christmas anff New Year at 
the turn of the century.. And. 
■take care on your way td’the- 
Mfllennlum Dome.- f 
writer, . Ion T&u&r. is 
Conservative MP for ‘Esher 
and WaUon. Hevxts Mtidster 
Jbr Science and Technology 
pi the UKfs preoiouttgooern- 
meat He is ti '&re&or pf IBtd- 
son Venture Pr a th ers and of 
Nathsixm Software VK ■ : . • 




$ 



. J 


0 





•i' 4 » ' . .-»■• 


tiP ' . - f 






*3£ 






4 i-r.. 


■ r ~. ‘A • 

jf S 






* 33 ; saw •" »“ 

1L- 


M 1&.E 


IW 


a.-.- ^. T 






V.. 








'Vj 




s; 














